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SMALL BUSINESS ADMINISTRATION LOAN POLICY 


THURSDAY, MAY 13, 1954 


Untrep States SENATE, 
SeLecrt CoMMITTEE ON SMALL BusINEss, 
Washington, D.C. 

The committee met, pursuant to notice, at 2: 30 p. m., in room P-38, 
United States Capitol, Senator Edward J. Thye (chairman) presiding. 

Present: Senators Thye (chairman), Schoeppel, Goldwater, Long, 
and Smathers. 

Also present: Walter B. Stults, staff director; Robert A. Forsythe, 
chief counsel; John E. Horne, administrative assistant to Senator 
Sparkman; and Ira Whitlock, secretary to Senator Hunt. 

The Cuatrman. If the committee will please come to order, we will 
proceed. 

Mr. Barnes, we thought that if we could have a committee meeting 
this afternoon and have a report from you as to the number of loan 
applications, the loans made, the nature of business reports that you 
are getting from the various State offices, it would be most helpful 
to this committee and to the committee staff, and it would also give 
us some basis on which we would be better qualified to make a decision 
on the amount of money, not only administratively for your depart- 
ment, but also any additional funds as a revolving fund to make loans 
with. So, you may proceed, sir, and give us a report. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, ACCOM- 
PANIED BY W. NORBERT ENGLES, DEPUTY ADMINISTRATOR IN 
CHARGE OF LOANS, AND KEITH L. HANNA, CONTROLLER, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes, Mr. Chairman and gentlemen, it is a pleasure to be 
here and to report to the committee. 

I would like, first, to give you just a general review of activities, 
particularly in connection with the loan function over the months as 
shown by certain charts, and then I will give you cumulative totals. 

First, in regard to our application: 

This chart—No. 1—indicates the total number of applications re- 
ceived each month since we were authorized to begin receiving applica- 
tions and making loans. It starts off in Ocober with 22, November 
with 82. These are applications received in the whole system. 

In December, 142; January, 185; February, 352; March, 428. And 
the number for April is 378, which is almost as large as the March 
block. 
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Mr. Barnes. Our estimates of our loan activity when our budget 
was made up and when we made our plans for staffing, was based on the 
assumption that we would have some 230 loan applications per month 
as an average. 

We recently, as a result of this increase in the volume of loans, 
changed that to 400 per month. 

We now estimate that it will average 400 applications per month. 
And, on the basis of that, the President made a request for an increase 
in our appropriation and for a larger staff. 

Assuming that we continue to grant as many loans—that is, the qual- 
ity of the applications maintains itself at just about as it has in the 
past—our revolving fund would be committed and would then be de- 
pleted in this fashion: This chart—No. 2—is merely a block chart. 
The exact amount of dollars does not make too much difference in un- 
derstanding it, but it would indicate that along in late summer or early 
fall the first appropriation we received last summer would be de- 
pleted. An additional fund has been requested by the President and 
is being considered by the Appropriations Committee, which would re- 
plenish that fund and would make it large enough, certainly, to last 
until the Congress reconvenes next January. 

I might add that we have adopted the policy that is different than 
has heretofore been the practice of Government agencies or the RFC 
in that it is our purpose to sell the loans after they have been on our 
books a long enough period of time. We will do that as soon as we 
can make a showing that they are good, sound loans; and that would 
replenish the fund to some extent. 

It will be about the first of the year before we can begin that activ- 
ity, however, since the loans must be on our books 9 to 12 months 
or longer before that kind of a showing can be made. 

As to the type of loans: The committee, I think, will be interested 
to have this historical fact that in the RFC an average of 29 percent 
of their loans were bank-participation loans. 
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Mr. Barnes. This chart—No. 3—indicates by month how our loan 
approvals have run, and chart No. 4 indicates the percentage of bank 
participations by months. 


CHART 3 
NUMBER OF BUSINESS LOAN APPLICATIONS APPROVED 
BY MONTHS 
NUMBER 
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Mr. Barnes. If you will note, back in November—it was November 
before we could process the applications through and have them ready 
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CHART 4 


RATIO PARTICIPATIONS TO TOTAL NUMBER APPROVED 
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for action—the line is rather flat. Then, as we moved into March, 
a very sharp increase is indicated in total approvals and in bank 
participations. The solid line indicates the total loan approvals, and 
the broken line indicates the number of the total that are participation 
loans. 

We are very pleased to report that some 65 percent—I think I can 
give you an exact figure—64.8 percent of the total loans we have made 
are loans in which banks participate, and that, of course, is an ad- 
vantage because in that type of loan the funds remain on deposit in 
the Treasury and are not withdrawn. And furthermore, we need 
fewer employees to service that type of loan. 

Senator Lone. How many loans per month are you making now? 
What is your high point of ‘loans per month ¢ 

Mr. Barnes. Our high point was in April—94 

Senator Lone. Ninety-four? 

Mr. Barnes. Yes. 

Senator Lone. The point I have in mind is that you are saying here 
that you are making more participating loans than the RFC was 
making, but in 1950, when they were making 29 percent participating 
loans, they were making 5,500 loans a year. If they had had a policy 
of requiring participation on all loans, they would still have been 
making many more loans than you are making, would they not ? 

Mr. Barnes. Yes. I was speaking percentagewise solely. 

In the matter of the average amount—and this is a cumulative aver- 
age—it started off around $70,500 per loan. And, as shown on chart 
No. 5, the average amount of our loans as of April 30 was $61,058, 
indicating that there are more applications for smaller amounts being 
filed. 
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Senator Lone. Will you tell me again how many loans you said you 
made in April—was it 94 in April? 

Mr. Barnes. Ninety-four; yes, sir. 

' Senator Lone. How many did you turn down in April? You said, 
“No, fellows, we cannot do it for you.” 

Mr. Barnes. We declined 156. I will give you that cumulative 
total in just a moment, sir. 

The CHarrman. Let me ask you this question, Mr. Barnes. 

You received 251 loan applications. Of that, 94 you granted. 

What was wrong with the other applications that you were unable 
to grant them a loan? I know that you could not report on each 
and every one. 

Mr. Barnes. Generally speaking, it falls under 2 or 3 types of 
headings. 

Very likely the past record of the company in earnings did not in- 
dicate that management was capable of operating the business even 
if the loan was made with sufficient profit to repay the loan. That 
would indicate that it was the type of loan that we could not make 
under the statute, it not being of such sound value or so secure as to 
reasonably assure repayment. 

Senator Lone. What kind of experience did the RFC have when 
they were making 500 loans a month? Presumably, they were mak- 
ing those same loans that you were turning down, were they not ¢ 

Mr. Barngs. Sir, I do not have the figures of how many they de- 
clined. The only thing I have is an overall average that they made 
about 30 to 35 percent of the applications that reached Washington, 
which would indicate that they turned down about the same percent 
that we did. I think our figure is about, well, roughly 40 percent. We 
are making 40 percent of the applications that are received and 
processed and that reach Washington. 
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Senator Lone. Have you not set down more restrictive rules than 
they used? What difference is there in the standards that you have 
adopted and the ones they were using ? 

Mr. Barnes. I do not believe that we do have more restrictive stand- 
ards. I would say the contrary was true, if our percentage is 40 per- 
cent and their average was between 30 and 35 percent. 

Senator Lone. One thing that occurs to me is that perhaps you are 
charging a higher interest rate. Is that correct? 

Mr. Barnes. I do not believe so. The RFC changed the interest 
rate. They changed several times. They had it as low as 4 percent 
at one time, a considerable time ago. And they had various per- 
centages, 5, and, I believe, even over 5 percent. 

The Cuamman. What are you charging now ¢ 

Mr. Barnes. We charge 6 percent on the direct loans, and the bank 
fixes the rate on the others. The SBA rate may not be less than 5 
percent on bank-participation loans. Some of them may be 5, 514 
and some of them are 614. 

The CHamrMan. You mean you are charging 6 percent interest on 
a loan to these business establishments that make application ? 

Mr. Barnes. For a direct loan, yes. 

The Carman. What is the difference between a direct loan, that 
is, the loan that you make—— 

Mr. Barnes. The direct loan is the one that we authorize and service 
ourselves, close it, and then draw a check on the United States Treas- 
ury for funds. 

In participation loans, the bank makes the application. We process 
it and approve it and issue the formal authorization for the loan. 

The bank and its attorneys complete the loan papers and close the 
loan, and then thereafter the payments are made by the bank. The 
bank services the loan. The bank advances its own funds. We do not 
put any of our money into it. The bank pays us a standby charge, a 
bank charge, for our agreement with the bank under the terms of 
which we agree that if the bank calls on us at any time we will buy a 
share or issue funds for the percentage of the loan we have agreed 
to take. 

The Cuatrman. For a period of how long are these loans usually 
made? 

Mr. Barnes. The maximum term under the law is 10 years on busi- 
ness loans. 

The average has been running 5 to 6 years. 

The Cuatrman. The interest rate seems to be rather high, because 
you are taking security in this man’s property. You havea reasonable 
idea, I mean, that you will only make good, sound loans; that was 
your own statement. 

Mr. Barnes. Yes, sir. 

The Carrman. If you have made nothing but good, sound loans, 
there are chattels there securing that, whether they be real estate or 
— property plus real estate. ‘And 6 percent interest on the 
oan. Is that not true? 

Mr. Barnes. Yes, sir. 

The Cuarrman. That is a higher interest rate than the RFC ever 
charged. 

Mr. Barnes. Yes, sir. 
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The Cuatrman. You do not make any charge for the appraisal or 
the administrative function in the preparation of the loan? 

Mr. Barnes. No, sir. a 

The Cramman. So that this 6 percent pays your administrative 
function in your department, or it is paid by funds appropriated for 
that purpose? 

Mr. Barnes. Yes, sir; the interest we collect, of course, goes back 
into the revolving fund. 

The Cuartrman. I understand that. 

Mr. Barnes. To offset the cost of administering the loan program. 

The Cramman. On the bank loans, where the bank advances the 
funds and takes the notes, et cetera, on their own initiative, after you 
developed it and brought it to the bank, they would charge what, 5 
percent, in some instances 6 percent? 

Mr. Barnes. In some instances 6 percent, and in some instances 
higher, 7 percent or more. 

The Cuarrman. You do not make many such loans for any period 
of 4 or 5 or 6 years for 7 percent interest ? 

Mr. Barnes. No, sir. If I may develop that a little further 

The Cuatrman. I wish you would, because that sounds like a very 
high interest rate to me. 

Mr. Baryrs. In the first place, the interest rate has been fixed by 
the Loan Policy Committee which sets the loan policy. 

The Cuamman. Who are they? 

Mr. Barnes. The Secretary of the Treasury, the Secretary of Com- 
merce, and the Administrator of the Small Business Administration. 

The Cuarrman. That is what I want to make clear, that it is not a 
loan policy which your own administrative organization made; it is 
the policy that was dev veloped for the Small Business Administration ? 

Mr. Barnes. Yes, sir. In speaking for the Loan Policy Board, I 
wish to go this far: All of these loans are business loans. They are 
not the home-loan type in which there is so much of a sociological 
element. These are business loans. 

In the next place, we do not get a chance to look at them until the 
very best private lenders in the country have looked at them and tried 
to make the loans, so that even though we consider them to be a sound 
loan, obviously, there are elements in them that have precluded the 
banks, or the private lenders from making the loan. 

That may be because of the laws under which the bank operates or 
it may be their own policy or their loan limit, something of that nature. 

Furthermore, since we are not subject to the State regulator Vv agen- 
cies, we may take as security such things as machinery and, perhaps, 
certain types of inventory and accounts receivable, things that a bank 
would not be as likely to take. 

So this interest rate must be compared with other types of business 
loans. 

I have myself verified from the Federal Reserve System what is 
charged in various parts of the country. There is not a uniform in- 
terest rate charged by banks across the country. Six percent is not 
at all out of line for a normal business loan. Six percent would be low 
for certain types of loans: Loans in which the bank or the lending 
institution has to render a great deal of service. That is the type in 
which the borrower puts up as collateral accounts receivable. The 














8 SMALL BUSINESS ADMINISTRATION LOAN POLICY 


bank must use its employees every month to ascertain how they are 
being collected. They may not make certain payments until certain 
verifications have been made. 

On those types of loans, the normal interest rate is considerably 
over 6 percent; so that, generally speaking, the 6 percent rate is a uni- 
form rate that seems to be fair and reasonable for businesses to pay 
across the country from one end of the country to the other. At least, 
the Loan Policy Board has felt that it has fixed that as the rate that 
the Government itself should charge for all direct loans. 

There may be some of these loans where, perhaps, a lesser rate could 
be considered, but then in many of the others we take certain types of 
security that cause a great deal of work: and the borrower, as a matter 
of fact, may be dec iding be ‘tween a loan from a factor, he may have had 
to finance his operation through a factor, where a reasonable rate of 
interest is considered to be 12 percent or more. So that this 6 percent 
for a business loan should be compared with other types of business 
loans, and not with the home loan, not with our disaster loans, where 
we are trying to rehabilitate someone. 

On the disaster home loans, we only charge 3 percent. 

On the business loans in disaster areas, we charge 5 percent, feeling 
that there is more of a sociological element. But on the other type of 
loans that I have been talking about, where it is just a bank loan or a 
bank-participation loan or a direct loan, certainly, on the direct loans, 
the Loan Policy Board has felt that 6 percent is fair and reasonable. 
And, as a matter of fact, I cannot recall of any instance in which the 
borrower himself has made any objection to 6 percent on a direct loan. 

On the bank participation loans he has already discussed that with 
his banker and may have shopped around from one bank to another, 
so that we have had no complaints about that. 

Senator Lone. Do you ever charge more than 6 percent? Suppose 
the bank charges 7 percent; do you go up to 7 percent on a participa- 
tion loan? 

Mr. Barnes. We would, if we considered it to be reasonable under 
the circumstances. What we would look at would be the extent of 
accounts receivable, the amount of work that the bank had to do to 
service the loan, or we would look at the interest rates prevailing in 
the particular area. There are some States, Senator, where 7 percent 
is almost a normal rate. 

Senator Lone. That is part of what I had in mind. It does not 
make sense to me for you to charge a man 7 percent when a bank will 
participate, where you are lending directly at 6 percent in cases where 
a bank will not participate at all. In other words, if it is supposed to 
make a better loan, a bank would take part of it, which would imply 
that it was a better loan—not as risky. If you are going to make a 7 
percent rate on that one, it does not make good sense for you to give 
a 6 percent rate where the bank would not t: ake any of it. 

That may be more of a hypothetical situation than an actual one, 
but logically, does it not appear that way to you? It does to me. 

Mr. Barnes. You know, banks do not set their interest rates for all 
customers at the same rate. In other words, they assess the risk and 
assess the credit standing of the particular customer. We believe— 
I will say the Loan Policy Board believed that it was not the better 
part of wisdom for a Government agency to say across the board: 
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you treat them all alike, when they are your customers. It is the bank’s 
customer. The borrower is dealing with his own bank. He, presum- 
ably in most instances, does have other loans besides this one, and his 
relations with the bank are previously established ; and the bank stands 
behind him when they come to us and make the applic ation for him. 

Senator Lone. Is it your feeling that you are in this business to 
make money, or are you in it to render a service where it might not be 
available otherwise? How would you weigh those factors? 

Mr. Barnes. Sir, I do not believe that we are in the business to make 
money. I believe that this is a service that we can render to small 
businesses across the country. 

The Cuarman. Mr. Barnes, if I might at this point interrupt, the 
whole purpose of this small business agency is to meet an emergency, 
if an emergency exists in a business establishment that, for all practi- 

cal purposes, is a sound business enterprise. He may be in difficulty 
as of today because of reasons over which he has no control and for 
which he has no responsibility or connection, either a transition or a 
slight recession or some change in economic conditions in the commu- 
nity, a factor over which he has no control ; but, in appraising his place 
of business, there is every reason in the world to believe that he will 
pay out, and there is every reason in the world to believe that he will 
be a good enterpriser. He has that history in back of him. But, as 
of today, the local banker cannot lend him the money because of the 
restrictions that the local banker has imposed on him, both from the 
State banking department and the national laws, which are such that 
he cannot grant this loan. 

If he cannot grant the loan, the man would be going out of business 
if it were not for this governmental agency. 

Therefore, this agency is supposed to render an assistance to this 
man. You are supposed to take a chance where the local bank cannot 
take a chance. 

Mr. Barnes. Yes, sir. 

The Cuarrman. And, if your interest rate is too high, you make him 
pay a penalty in order to come in and do business w ith you. 

Instead of giving him a chance to meet competition and meet the 
overhead and pay ‘out—I may be wrong, but the purpose here is to 
discuss not only policy, but the condition of the bien establish- 
ments, and the number of loan applications that you are receiving. 

I am just wondering whether, as we explore this, we have an un- 
derstanding of what the true objectives of what the Small Business 
Admimistration might be. 

That is why I am glad Senator Schoeppel is here, and Senator Gold- 

water, who was here but went out and I am sure will be back, and also 
Senator Long, so that we can explore this. 

I have stated what I thought I could hope for in a small-business 
lending agency. We are not out as a Government agency to com- 
pete with ‘banks. We have not set up a lending agency here for the 
sole purpose of lending Federal money. We have set up an agency to 
meet an emergency. 

If, in the event a business establishment has met with a crisis of 
some kind and they are going to be liquidated, and they have every 
reason in the w orld to make a success if they can be aided and helped 
over these crises, then it is our business to help them through and over 








10 SMALL BUSINESS ADMINISTRATION LOAN POLICY 


the crises. And an excessive interest rate is not giving him help. 
You are absolutely putting him in a position where he is not compet- 
itively able to compete with his competitors who may have ample, 
cheaper credit. 

Mr. Barnes. I would subscribe to everything you have said and 
would include in that the typical situ: ition that occurs when a man 
who has a successful small business needs to expand in order to meet 
competition, needs to have additional credit in order to build up his 
business and provide additional employment. 

The Cuarrman. Then may I ask how many of these applications are 
based upon an expansion of business or based upon a need to meet a 
crisis—have you made a digest to determine that # 

Mr. Barnes. I do not have an accurate digest. I would estimate 
that a substantial number, more than half, are of that type. He can- 
not find the credit. with which to build his business and to expand it to 
grow, but he goes to his bank and through his bank or by direct ap- 
plication we are able to assist him. 

I am sure that if the Loan Policy Board felt for a minute that 6 per- 
cent was unreasonable or was not in line with the interest that should 
be paid on credit for business purposes, it would be glad to reconsider 
it and change it at any time. I have not heard any indication from 
anv borrowers or anv applic ants or any banks that it is not a reason- 
able interest rate. It is a rate that should be compared with other 
business loans and not with your home loans or your disaster loans. 
That was the point I was trying to make a minute ago. 

Senator Lone. You feel that if you participate, you should not go 
below the going interest rate of the banks, I take it?” 

Mr. Barnes. That is right; yes, sir. That is the loan policy. We 
should not take the bank’s customers away from them. 

Senator Lone. Yes; but I would cert tainly think that if a bank is 
proposing to charge more than the custom: iry interest rates for that 
general class loan, you would not go along with the bank to raise the 
interest rate above what they w ould ch: irge for the type of loans that 
they are taking in that community, just because this h 1appens to be a 
greater risk. 

Mr. Barnes. I am glad you stated it that way. The banks, you see, 
make application for us to participate in the loan. So we get to look 
at. the application in its completed form, and with the interest rate, 
and, furthermore, the type of collateral. If we felt that the bank was 
unreasonable in the rate it was fixing on the particular loan, we would 
have the opportunity to refuse to participate and would refuse it. 

We do not make loans on all of the applications that come in from 
banks, by any manner of means. That would merely be one cause 
why we might decline to participate on that particular loan with the 
bank. 

However, in each case where the interest is over 5.5 or 6 percent, 
there is an extra amount of work involved on the part of the lending 
institution. Usually, those rates, as far as we are able to ascertain, 
are reasonable, or we would not go along. 

Senator Scnorppe,. Mr. Barnes, I would like to ask you whether 
you have proceeded far enough, with a sufficient volume of loans, to 
snow what percentage, if any, you are beginning to see are defaulting 
or are likely to default on the Ioans that you have taken yourself and 
not participated in? 
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Mr. Barnes. No, sir; we have not, because the loans, of course, the 
payment experience, will just be under w ay this spring, summer, and 
fall. However, we have been very careful not to subsidize bad man- 
agement, to have good and sound loans in the way the act describes 
them. And I will be surprised if we have a very high percentage of 
people who are not able to pay off their loans and pay them promptly. 
We have not had any requests for extension of time. 

We occasionally have a borrower who requests that an authorization 
be amended in some way. If he has a particularly good reason, we 
grant it. I will give you an example: 

In several loans we have made on elevators, for instance, for grain 
storage, we would ask for, perhaps, quarterly payments, and “they 
might come back and say, “Our payments are received in such a way 
that we can make them best if we make them semiannually.” 

We will amend our authorization to go along with that. 

As of our present experience, I do not believe we have had enough 
experience to make any statement on that. I think the loans we have 
made are very likely to be paid off. 

Senator Lone. Do you Saas e any idea that some of these loans will 
go bad, or do you have hopes that perhaps they will all be paid out 
without losing any money on any of them? 

Mr. Barnes. I do not want to be unduly optimistic, but I have a 
confidence in every borrower at the time the loan was authorized, « 

I would not have authorized the loan. 

The Cuatrman. We will stand in recess long enough to answer the 
rolleall, and we will come right back. 

(Recess. ) 

Senator Lone. Here is the question that I have in mind. 

Mr. Barnes. I want to elaborate on that. 

Senator Lone. Here is the question I had in mind. It will help if 
you want to elaborate in order to understand my point of view. It 
seems to me that you are in business to take on loans that the banks 
are turning down, or that the banks will not make in the full amount. 

When you are in that business you ought to expect to have some 
bad loans on your hands, and you ought to make loans knowing that 
you will have some bad ones from time to time. You are going to 
have a businessman come to you with a loan application; he is in 
trouble, but he thinks he can make it. The banks think they have 
taken enough chance with him. 

If it looks to you as though he can make it, I think that you ought 
to make the loan to him, even though it is taking more of a risk 
than the banks are willing to take. 

Mr. Barnes. Of course, on all of the direct loans, certainly, and on 
many of our particips iting loans we do go beyond the place where the 
bank feels that it can under its policy and its regulations. 

We do not make any loans that are considered to be bad loans. If 
we do not think they will be paid back, we will not make them. 

The reason for that is that the Administrator is sworn to carry out 
the will of Congress, and the law plainly says that the loan must be 
so secured or so sound as to give reasonable assurance of repayment. 

And we are very careful in each case to test that particular loan 
against that theory. 

We have not made a loan where I have not been convinced at the time 
that it would be repaid. 
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It is sometimes possible to make a loan with less security, less col- 
lateral, providing the earnings record and the management gives us 
a real wood assurance of a successful operation. 

You can imagine an example of that. 

I have not had any indications from the law or the loan policy, or 
from anything in the history of the legislation that we should make 
a loan that we consider to be doubtful or in any way bad, or that we 
should subsidize bad management or that we should take a marginal 
business and subsidize it, or ths at we should merely pay out some credi- 
tors—none of those things do we try to do. 

Senator Lone. Let me get to the’ kind of thing that in my judgment 
you can be extremely proud of. That is, the case in which you make a 
direct loan to someone who has been turned down by others. He is a 
man in trouble, whose business is in grave difficulties, and he comes to 
you for assistance. You take a chance with him and he succeeds, 
after others have turned him down. 

That, in my judgment, is a case where you can say, “All right, we 
really performed a service here. The Congress was wise in giving us 
this authority and this money to go ahead with, because we served 
the public interest in this case.” 

On your participating loans I am inclined to suspect that you will 
find a lot of those loans where, if you had not been around, the bank 
might have stretched a point and gone with him, anyway. 

A lot of these bankers are not as tough as they look. Sometimes, 
when no one else is there to give them a hand, they will go along, 
anywi Ly. 

Mr. Barnes. I would like to give you an example from your own 
State, if I may, Senator. 

We had an applicant from Roseland, La. He ran a saw-planer mill. 
He had 45 employees. He requested $22,000. He had no bank par- 
ticipating. 

We examined it very carefully, and saw that by certain rearrange- 
ment of his financial picture a loan of $16,500 would be adequate to 
meet his needs, to enable him to expand his business. He wanted to 
complete a dry kiln, and he needed some working capital. We author- 
ized the loan for $16,500 without any bank participation. He had 
been turned down by the bank. We made him a 3-year loan with 
monthly payments of $212, for the first year, and thereafter hiked it 
up, W ith his consent, to a little higher amount. 

That is an example from your own State where we made just the 
kind of loan that you referred to. 

Senator Lone. According to this sheet that you gave me here, that 
is the only direct loan you ‘have made in Louisiana. I see one loan 
amounting to 17—I guess that is a round figure. So presumably that 
is the only direct loan you made in Louisiana. 

How long have you had an office down there ? 

The CHarrman. We will have those inserted in the record at this 
point. 
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(The tabulations marked “Tables 1 and 2” are as follows :) 


TABLE 1.—Business loan applications approved, by States (cumulative through 


May 11, 1954) 


(Dollar figures are in thousands] 


Immediate partici- 
Direc Se ee ’ 
rect pations 


Amount 


|Nam-! Amount |\2™ oe 
Gross SBA 
~ | share 
Alabama. .--- 1 $115 1 60 45 6 
ae 3 136 ol 1 
dl a 3 230 2 125 110 2 
California... 16 1, 021 ve 2 
Colorado ; s at 3 
District of Columbia 1 40 as 
Florida.-.- 1 4 1 25 22 4 
Georgia 2 225 | 10 546 430 12 
Idaho... ~~ 2 27 l 200 150 5 
OS ee 2 35 | 6 223 167 8 
ERR gs cdeceescon 2 51 3 
I anna aesinie ia 4 
Kansas. ......-- 1 100 4 327 288 4 
Kentucky... 2 130 3 
Louisiana 1 17 1 50 45 1 
Maine l 35 
Maryland 2 144 1 
Massachusetts 3 SY : 1 
Michigan 5 327 6 
Minnesota 4 33 2 54 42 5 
Mississippi on 5 
Missouri- - - - 3 241 2 
Montana ‘ 1 10 3 
Nebraska ..- i 2 119 2 85 75 2 
New Jersey..----. 5 249 4 
New Mexico 1 
New York 5 468 4 
North Cerolina 100 70 3 
North Dakota 1 8 
Ohio 4 260 2 66 52 7 
Oklahoma. 2 74 3 280 244 2 
Oregon. -. ll 620 4 
Pennsylvania 4 135 6 
South Carolina 1 
South Dakota 4 149 
rennessee 2 82 3 OF 77 2 
Texas 4 194 4 176 148 14 
Utah 2 
Virginia 2 33 l 22 20 2 
Washington 3 198 16 
West Virginia 2 100 1 
Wisconsin 1 11 4 210 161 4 
Wyoming 2 
Alaska... 8 
Total 108 5, 809 48 | 2,645 | 2,146 161 
Note.—Individual figures have been rounded and may not add to 


48045—543 


Deferred participa- 


tions 


Amount 


’ SBA 
Gross shar¢ 
$342 | $262 
135 68 
95 74 
230 151 
235 168 
124 79 
407 305 | 
179 134 
468 343 
154 139 
245 131 
465 396 
190 130 
30 26 
60 54 
50 40 
482 375 
157 110 
475 285 
63 | 57 
103 56 
216 187 
355 295 
9 r 
402 283 
110 8&8 
441 277 
228 197 
293 249 
334 270 | 
60 45 
26 19 
1, 183 950 
258 156 
75 51 
920 762 
150 135 
310 250 
30 17 
68 5A 
10,158 | 7,672 
totals, 


Num-|— 


ber 


bat et 
ROH ROH ONO me 


SENT 








Total 
Amount 
Gross SBA 
share 
| $422 
204 
414 
1, 1,172 
168 
40 
153 105 
1,178 960 
406 | 311 
726 545 
205 | 190 
245 | 131 
892 | 784 
320 | 260 
97 | 88 
35 | 35 
204 | 198 
139 129 
809 702 
244] 185 
75 285 
304 298 
113 66 
420 381 
604 544 
9 r 
870 751 
210 158 
R oS 
767 | ARQ 
682 | 615 
913 R69 
405 
45 
149 
178 
i, 1, 292 
156 
104 
1, 960 
235 
422 
3 17 
68 54 
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TABLE 2.—Summary statement of business loan application activity cumulative 
through May 11, 1954 


Cents omitted 


SBA Nu \ I 
A ppli 1,707 $1 ) 
A t 145 &, 243, 43 
f ) 7, 687 
Al tod 21.2 Zit 
A t 
l 2 $12, 802, 90 RIS, ( 
LD 10 8 ) 
. t 370 317 | 1S, 612, 262 
A i May 11 4 Si | 48, 251, i10 
| | 
Number | Gross amount | SBA share 
Deferred particiy yn loa 161 $10, 158, 100 $7. 671, 710 
Immediate p cipat on loan 48 2, 644, 800 2, 146, 300 
tal gross amount approved reflects a reduction of $1,565,109 from amount requested. 


Mr. Barnes. We have had one since we started. 

Senator Lone. When was that—what month was that? 

Mr. Barnes. Last August. We had authority to start making 
loans in October, however. 

Senator Lone. Let me see, just counting on my fingers right quick, 
that is 8 months to make 1 loan. What was your payroll during the 
time that it took you to decide that you would make one $17,000 
direct loan ¢ 

Mr. Barnes. We have one man in the office but he does other things 
besides that. There were other loans processed. 

Senator Lone. You had 2 participating loans, rather, 1 participat- 
ing and 1 deferred participating, but I take it that you could do that 
in the Washington office. The local banks would do the paperwork 
on the participating loans, and show you what the prospects are, 
would they not ? 

Mr. Barnes. Yes, sir; but some local work would be required. 

Senator Lone. Do not get me wrong. I am very pleased about the 
one you made, but that is 8 months for one loan. 

Mr. Barnes. We have approved three. We had seven pending 
down there, as of April 30, still on their way in. Iam sorry that there 
were 12 that were declined, and 2 withdrawn. 

Senator Lone. When, based on that record, you managed to get 1 
direct loan; you had 2 participating loans; there were 12 fellows 
turned down, and 2 that gave up. Based on that sort of batting 
record, I will be frank to tell you that I have been compelled to advise 
the people from my State that there was not any use going down there. 
[ am glad to find out 1 fellow did get that loan, but that is 8 months 
for 1 loan. And if the situation is already discouraging down there, 
do you think you are going to have a higher record of loan applica- 
tions, When you turn down 14 out of 154 

Mr. Barnes. Of course, that is a small percentage. Maybe the 
best loans are still on the way in. I do not have any knowledge 
about that. 
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Senator Lone. Would it not seem reasonable that out of 15 you 
could find more than 1 that you ought to take a chance on lending 
some money to‘ 

Mr. Barnes. We are not looking for reasons to turn them down. 
We are actually trying to find ways so that a small business may re- 
arrange its affairs, or may find collateral or may change its methods of 
business so that a loan can be j justified. 

Senator Lone. Let us look at it this way. During that same period 
of time you have made $15 million worth of loans. As I understand, 
your 1954 budget is $3,775,000. You have spent about 25 percent of 

the amount you have loaned out during that same period of time. 

Mr. Barnes. As I pointed out, however, our loan activities did not 
really reach any volume until in January. We have made over 300 
loans, mostly in February, March, and April ; ; and at the present time 
we are processing as many applications in the field as we have taken 
action on altogether. 

Senator Lone. Let me explain my point of view about this thing. 

It seems to me that from the time we put up this Government’s 
money we are going to take a risk on some of these loans. We are 
not in it to make money. If we can break even, we are doing all 
right. 

If you are going to break even, you have to do enough business so that 
your interest rate will cover losses. 

After all, you can borrow money at 2 or 3 percent, but lending it out 
at 5 and 6 percent, you can have a sufficient volume of business so that 
you are not losing money. 

So the difference in the interest rate might make it possible to cover 
the cost of the operation. Even if it costs the Government money, I 
aim for the program, for my part. 

I would feel a lot better to have a report from you that would say 
that you had made loans to 15 people who applied, or that you had 
made loans to 10, and 1 or 2 proved bad and the other 8 were all right, 
which would mean, say, that 20 percent of your loans went bad on you, 
than I would to have you come in here and say that you had made 
one loan and that the amount of business that you did was such that 25 
percent of your money was paid out in overhead, but, thank goodness, 
no loan went bad. You say you made one; the cost to the Government 
is the same. 

It would be just as well to take some chances with those loans as it 
would be to spend it all on payroll. I would like a comment on that. 

Mr. Barnes. Senator, I think that our agency should do everything 
and anything to make loans within the directives that we have had 
through the Small Business Act. We certainly do that, or, at least, 
we think we do it. It may be true that at the start of an agenc y there 
is a higher percentage of applications that come in that you cannot 
xccept than will be the situation on down the line. 

The loans that we have turned down, in most instances the earning 
record is such that I do not think any credit man or any person who 
judged them objectively—we have a fine review committee—could 
justify going ahead and making the loans. 

We do not de spend on the collateral 100 percent. It is of no benefit 
to a man to make him a loan and then have to take his business awav 
from him. He has to have some sort of a business in which he has 
earnings. 
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Most of the ones that we have turned down have applied and have 
not been able to show that they could repay the loan. We think that 
is What you intended. 

I would agree with you that I would like to see the percentage the 

same way, but we cannot control the applications that come in. We 
try to advise with the people. If they have no possible chance of get- 
ting a loan, we want to save their time and ours, too, but if they 
want to file an application we have to process it through, even though 
it does not have any chance of passing as a loan. 

Senator Gotpwarer. Are you not ‘pretty much bound in your deci- 
sion by the wording of the law? 

Mr. Barnes. We feel that we are. 

Senator GoLpDwater. Section 207, paragraph 1, states, in essence, 
that these applicants must have tried and have been turned down by 
other financial institutions, and that they also should be sound loans, 
they should not be made—in other words—promiscuously. 

I can speak from knowledge of the applications that have been made 
in my own State. There is quite an avalanche of people wanting 
money that any reasonable bank or lending institution would never 
consider. 

I think that you are entirely within your rights in making these 
loans on a sound basis. This is a court of last appeal, as I see it. 

aay Lone. Let us compare your report to the record of the 
RFC. I do not know of any great complaint about the RFC making 
loans to small business. 

The complaints I have heard were about making multimillion-dol- 
lar loans to Lustron. You know that amount was $35 million or some 
such sum? [I have heard criticism about that, and about the Kaiser 
Co. not presenting a good loan application. It was said that they went 
overboard for Henry Kaiser and loaned all of the money out to him, 
while other people did not get any. 

The CHarrmMan. Just a minute. We did not hear Mr. Barnes’ com- 
ment to Senator Goldwater’s statement. I would like to keep it all 
together. 

Senator Lone. I did not mean to cut you off. 

The Cuarrman. I do not believe that Mr. Barnes had an opportunity 
to comment. 

Senator GoLtpwarer. I wanted his comment. 

The CHatmrman. You may comment to Senator Goldwater’s ref- 
erence tothe law. I think that we should have that. 

Mr. Barnes. I believe that most of these loans were declined not 
by reason of the loan policy which, generally speaking, tries to carry 
out the law—not because of the interest rate, but because of the state- 
ment in the law that they must be secured or so sound as to give reason- 
able assurance of repayment. 

The more you analyze that, you must conclude that Congress in- 
tended that a man have an earning record, that he have a record that 
will support his application, that you look at it and be able to see that 
he will be able to repay the loan out of his future business, if you go 
ahead and make the loan. 

If you cannot see that, then I think I would be dilatory in my duty 
if we made the loan; and I think, furthermore, that I probably would 
be very strongly criticized. 
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Senator Gotpwarer. That satisfies me. I wanted to point out to 
Senator Long that these men are bound by the determination of Con- 
gress that these loans should be sound. I do not interpret it as a grab 
bag. 

Senator Lone. Did you not have similar authority to that in the 
RFC Act? Did not the RFC Act contain substantially the same 
phraseology ¢ 

Mr. Barnes. Yes. 

Senator Lone. Do you know that yours binds you any more strictly 
than the RFC language bound them? 

Mr. Barnes. No. In general, it is very similar. 

Senator Lone. Well, now, the RFC in 1950, had 10,076 loan appli- 
cations. They made 5,506 loans, which is almost 60 percent of the 
number of applications. 

You have your application rate down to about 250. Apparently 
you have made less than 250 loans against their 5,000. You are only 
making 1 loan for every 20 loans that they made. Meanwhile your 
pe ayroll is taking up one-quarter of the amount of money you are lend- 
ing out. 

Mr. Barnes. I think that you are judging RFC on the full year’s 
operation. Actually, we are judged on about 3 months’ operation. 

We have a total of, I think, 1,700 loans in the system. Some have 
been withdrawn and some will be declined. If the percentage holds 
up 
Senator Lone. Based on your peak rate so far, you would loan 20 
percent of the number that they loaned. 

Mr. Barnes. I have not figured that out. 

Senator Lona. Your peak rate is 94 a month. 

Mr. Barnes. We are not simply approaching it from that view- 
point. Anybody who makes an application, and his application 
comes through, if he makes his showing, we make the loan. We are 
not trying to have a greater volume or a lesser volume than RFC. 
We are trying to have a sound loan program, and one that carries out 
this law. 

Senator Lona. You are not going to have to turn down many peo- 
ple in my State by the time you get your batting average up to 95 
percent—not so many people will be bother ~ you about the matter. 
By the time everybody else is turned down, the probabilities are that 
they will say, “What is the use—not worth the expense of a trip to 
New Orleans.” 

Mr. Barnes. I repeat, we are certainly not trying to turn down 
loans. We are trying to make loans. 

I sincerely hope that, out of the rest that are in the process, a lot of 
them will meet our standards. 

The Cuarirman. I am going to turn the next question to Senator 
Se -hoeppel. 

Senator Scuorrren. Mr. Barnes, first 1 want you to know that you, 
as the head of this responsible agency, are bound by the limitations 
that we here in the Legislature have set up for you. You probably 
have certain administrative flexibilities and percentage factors that 
you can work out. 

This I do believe: That when we established this agency, and when 
the Congress authorized the money out of the Treasury to be made 
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available to it, it recognized that there was more than the conserva 
tive hazard that the conservative banker would take, such as whether 
Mr. Jones had a friendly eye or a good eye, and that he would look 
it over and see whether this is it or this is not it. In other words, you 
have an amortization system. 

I have seen many men in my section of the country who, on an appli 

‘ation for a loan, if they had to figure on repayment in a year or two, 
el l say “No.” Stretching it over 3 or 4 years, or 5 years, “Yes.” 
History has proven that. 

I believe that you are going to have to approach it a little more 
liberally than the banking industry, as an industry ordin: h would. 

I think that Congress would be most lenient in criticism, if at all, 
if that course were pursued. 

I am not going to substitute my judgment for your judgment as to 
what the amount of the loan should be, but I do believe that there 
ought to be a tolerance of, say, 5 to 10 to 15 percent, betting on the 
fellow’s side of this thing. 

If we become too restrictive. the psychology of it is going to break 
the thing down. 

I have had people in my State call me and write me, and say, “Well, 
we have some applic ations in, and they are bogged down. I do not 
know what my situation looks like. There is byplay of some kind 
here, and I’m not getting any results.” 

I am not criticizing you for that. I have mentioned it because I 
do believe that Congress in its wisdom, when we set this up, maybe 
did not give you sufficient leeway on maybe gambling a little bit more 
asto hazard. Of necessity, I think it must be a more liberal approach 
from the standpoint of the risk assumed. I think that is where we 
get most of our criticism now. 

I doubt whether you have enough time, if you can operate it, really 
to geta fair picture. 

That is the reason the people are writing me, from not only my area 
but from several of the other States, knowing that I am on this com- 
mittee and had something to do with setting this thing up. They 
are pretty critical about not being able to get a loan, about being 
turned down in the first instance. 

I note now what you are doing in a number of instances is saying, 
“Well, that is too much money—we do not think your record justifies 
it. If you will go back and readjust and scale this thing down, here 
is a range that you can probably come back with, and we may be 
favorable to that. 

But I still say that I think that you have to be on the liberal side. 
I do not want to lose a lot of money. I am not going to complain if 
you have a percentage of losses which, over a long period of time, had 
you taken a chance, would work out, come through, and establish the 
business. But we have these peaks. We have some tight money mar- 
kets, and that has caused many demands. 

And then it started liberalizing, started easing off. So I think in a 
small-business agency, such as this, in a lending institution, it has to 
take that hazard and has to take into consideration that factor. 
Maybe you have not enough history back of you yet. I think word is 
getting around over the country that it is too restrictive. 
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Mr. Barnes. We have tried to be more liberal, particularly in terms, 
than a bank or private institution would be. Not a great many banks 
make long-term loans; 2 or 3 years is the limit. 

Senator ScnorpreL. That is right. 

Mr. Barnes. When I said that our average loan was 6 years, the 
average period for our loans is an indication that we are giving people 
a chance to repay loans over a longer period of time. When we have 
told them that they should revise their estimated needs downwards, 
there is usually good sense behind that, because giving a man a loan 
or giving him credit will not always solve his problems, if he has to 
repay it. If he did not have to repay it, it would be fine, but, if he 
has to repay it, he has to repay it out of his earnings. 

If you give him more funds than he can repay out of his business, 
he will be in the hole in a short period of time. That just makes 
sense, whereas, if he has an amount that he is able to repay and then 
builds up his business, if he needs more he will have established his 
credit. Very likely, his bank will be able to come in with him. Or 
there is a possibility that we can increase the loan amount at some 
future time. 

That is why we have done that in maybe some of the instances that 
you have heard about. 

We are more liberal since we are able to take other types of collateral 
than just real estate, or something like that. We can look into his 
earning record. If we feel confident that he will be able to repay 
the loan out of the future earnings, then we can be more liberal in 
the type of collateral that we set up in these long-term loans. I think 
that we have been. I think that is what we are now trying to do, 
but we are still trying to avoid any of the mistakes that caused the 
RFC to be criticized. We are tr ying to make all of our loans honestly. 
We are trying to have them the type of loans that will be repaid and 
will actually help the man. 

We think that it would be no help to put him in a position where 
we would have to take his business, or put him out of business. There- 
fore, we try to keep our amount reasonable and be more liberal in 
our terms. 

Senator ScHorrpreL. We found in this flood disaster area some 
things that were really surprising. You know, they moved in pretty 
fast. 

I think that Senator Symington at that time was in charge of RFC. 
The y recognized that here was an emergency. Yet, men with credit, 
with substantial credit, were wiped out. A normal banker would have 
looked at them and said, “No, I cannot do it. You cannot get well. It 
is too much.” 

The percentage of those losses were phenomenally small in relation 
to the hazard that the man suffered. 

Another thing, under the bad drought conditions the lending rec- 
ords of some of the agencies in haZardous circumstances was very 
good. Some of the banks’—and I represented some of them—records 
were not so good. I said, “You are forcing the Government into 
this business.” 

That was just my judgment. I am no financial expert. The loss 
that the Government sustained in most instances was infinitesimally 
small, but the RFC, we found out, loaned some wealthy parties mil- 
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lions and millions and millions. Their percentage was one that stag- 
gered and shocked the imagination and got the RFC into bad repute. 
You cannot do th: ut because you have not ‘the leew ay. 

The average small business, like big business, wants to be honest. 
He wants a chance to come out and get t ahead. 

I want the sympathy weighted on that side, on the side of that 
fellow. There is a judgment factor that has to be exercised. 

I believed in the long run if a man is honest, and is given sufficient 
time, he will work out those things. 

{ do not want to see too rigid a loan policy. If we are to work out 
under this arrangement for the small-business m: in, we must not have 
such a rigid policy. You do not have an easy job, I will grant that. 

The CHatrmMan. Do you wish to comment? 

Mr. Barnes. No, sir, other than that I think I would like to put 
into the record some place some of the criteria that we use in testing 
these loans. 

Senator Scuorrret. That would be helpful for me to have. We 
have to answer a lot of letters, all of us. 

The Cuarrman. I know that the counsel of the committee staff has 
some questions. I am going to let him frame those questions, but 
before that, we are going to have your comments to Senator Schoeppel 
with reference to the policy here. You may get that into the record 
right at this point. Senator Schoeppel raised a question here to which 
I think Mr. Barnes desires to frame a reply; and he may do so in any 
form. 

Let me ask you a few questions here. 

Mr. Barnes. I want to do it with exactness, so that you can refer 
to it. 

The Carman (referring to table 1). California, for instance, has 
16; Oregon has 11. Aside from those 2 States, your next highest is 5. 

Why does California and Oregon have this large number in com- 
parison with the other States? Can you give me a direct answer to 
that while your staff is getting the other information ? 

Mr. Barnes. Are you referr ing to the loans approved ? 

The Cuamman. The direct number you have here, the amount of 
620, and then you have the immediate participation—none—and you 
get over here into the chart. I am just following the chart through. 
You have SBA share, 869, and you have the gross 913. These are 
the figures appearing in the columns. 

Why was the State of Oregon, apparently, with a greater number 
of loans acted on—and likewise the State of California—than all of 
the other States? There is no other State that comes any higher than 
5, and some of them are down around 1 and 2. What is the answer? 

Mr. Barnes. I do not know. 

The CHarrman. Is it that you have a better administrator in the 
office in Oregon and a better administrator in California who are able 
to go in there and adjudicate on a loan application? Is that the 
answer? Or is it just the fact that you have a different application ? 

Mr. Barnes. No, sir; I think it may be some completely different 
reason. For instance, in those two States, particularly in California, 
there is a great deal of branch banking. It may be that there just 
happens to be more direct loans than ‘participation loans; for that 
reason. 








SMALL BUSINESS ADMINISTRATION LOAN POLICY 21 


The Cuarrman. How about California, however? 

Mr. Barnes. There has been a large number of small businesses 
there that have had contracts that were easier to process loans through; 
that is, they had defense contracts, things of that sort. 

The CHarrman. Are you now speaking from the record, aan 
Barnes? Do you see when you go over here on table 1 you find : 
greater percentage all the way through in California—immediate par- 
ticipation. Then there is a dash in all three of those columns. On 
the first participation in California you have 2, and your gross is 
$230,000, and the SBA share is $151,000. The gross over here in the 
total amount is $1,251,000 with the SBA share $1,172,000. 

I am just giving you the round figures, as I read them. 

Is it a question “of the type of the administrator you have in that 
State office that makes the difference, or is it the nature of the loan 
application ? 

Mr. Barnes. Mr. Chairman, I do not know the column to which 
you are referring here. 

The CuarmmMan. [ am just taking this sheet that was laid before us 
here. I have just taken the State of California and run right straight 
across, and I have given you the columns. California starts out with 
16 direct, amount 1,021. I do not know if that is dollars, It is how 
many dollars? 

Mr. Barnes. You are referring only to the direct loans, are you 
not ? 

The CuHatrMan. I just went clear across on California. 

Mr. Barnes. The direct loans. Just glancing at this book to see 
what the loans are—a larger part of them are ones in which they are 
fabrication or assembly, some kind of defense work. 

The Cuarrman. I run right straight through here on California. 
Relatively speaking, the figures all seem to be much greater than for 
any other State in the Union. 

Then I go over here and just run right straight across all the 
columns in the State of Oregon. I find it has 11 and the amount is 
$620,000; and then you have dashes in 3 other columns; then you 
get over to the fourth column. I totaled this up to see that here 
are two States where the figures, the numbers, are far in excess of 
all of the other States of the Union. It struck me as being sort of 
outstanding. 

I was making inquiry to try to determine whether it was the type 
of office management and staff in those States, or whether it was the 
economic conditions that brought this about. 

Mr. Barnes. No, sir; I think that the best comparison is in the 
total loans. 

In looking at those, California has 18 as compared with Georgia 
having 24; Illinois is 16; Michigan and Minnesota 11; 13 in Ohio; 
15 in Oregon; 22 in Texas; 19 in Washington. 

The CuamrMan. How do you account for these direct loans—Cali- 
fornia with 16 and Oregon with 11? 

Mr. Barnes. The only way that I can account for them is from 
glancing at the type of loans that they are. A number of them had 
defense contracts, particularly in southern California. They are the 
type that are more often financed by a direct loan. 

In Oregon, I do not have any explanation of that. 
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The Cuarrman. We will not labor this any further. I did this 
so that your staff could find the answer to Senator chases S ques- 
tion. I know there are other members that have questions. 

Senator Scnorrrer. If you will bear with me on this policy 
matter, Senator. 

Senator Smaruers. I think that is a good question. 

Senator Scuorrret. I want you to be frank with me about this. 
I think we are, rather informally, going into this for the help that 
we can get if we have to have changes, because we are getting con- 
siderable mail. My office is, at least. I want to ask you about your 
Loan Policy Board now. Do you feel that their decisions sometimes 
handicap you in your work? Are they too conservative? Do you 
take votes? Are you out-voted? What is the ratio? I would 
just like toknow. ‘That goes to policy matters. 

Mr. Barnes. In several instances I have become convinced that a 
change in loan policy was necessary. And every time I have gone 
to them and asked them, explained to them what was involved “and 
built the thing up factually, they have gone along and have agreed 
to the change in the loan policy 

We have had three major changes in policy. There has not been 

any type of major thing in policy that I have asked for that they 
have rejected. 

So I could not in all fairness say that I have received anything but 
helpful suggestions and an attitude of helpfulness from the other 
members of the Loan Policy Board. I say that sincerely. 

Senator Scnorrren. That is what I wanted to know, because I was 
wondering whether it was too conservative. Sometimes these fellows 
with great big departments, handling millions of dollars, cannot see a 
little fellow with $10,000 or $15,000 or $20,000, which may mean his 
life’s blood. 

Mr. Barnes. They do not pass on individual loans. 

Senator Scnorrren. That is right. 

Mr. Barnes. They do not have any desire to do so. 

Senator Scnorrret. But the policy is established from which these 
loans either stand or fall. 

Mr. Barnes. The only action taken is to adopt a loan policy inter- 
preting the section of the law that Senator Goldwater referred to that 
our loans must be secured or so sound as to give reasonable assurance 
of repayment. 

Senator Scuorrrei. We were responsible for making that—you had 
to operate by it. 

Mr. Barnes. In attempting to interpret that we adopted these 
credit criteria, and we have tested them and gone into them. We have 
not had anyone who objected to any of them. We believe they are 
sound, on the basis of our experience. 

The Cuarrman. Do you wish to read into the record the criteria that 
you have established ? 

Mr. Barnes. This is found on page 2 of this public statement of loan 
policy Vy. 

Senator Gotpwarer. That publication is made available to the pub- 
lic—anybody who wants it can get it? 

Mr. Barnes. It is made av ailable to the public. I believe you have 
it before you now. It is on page 2, at the top of the page. 
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This paragraph interprets, generally speaking, the part of the law— 
the section of the law—that defines the quality of the loan: 

The following practical credit requirements have been established for either a 
bank SBA loan or a direct SBA loan: 

(1) Theapplicant must be of good character. 

(2) There must be evidence the applicant has the ability to operate his busi- 
ness successfully. 

(3) The applicant must have enough capital in the business so that with loan 
assistance from SBA it will be possible to operate on a sound financial basis. 

Senator Gotpwater. You will not 100-percent finance any opera- 
tion ? 

Mr. Barnes. Well, sir, we will not 100-percent finance any opera- 
tion. We will not make a 100-percent character loan. 

Senator Gotpwater. It must have other elements in it? 

Mr. Barnes. Yes. 

(4) As required by the Small Business Act of 1953, the loan shall be of such 
sound value or so secured as reasonably to assure repayment. 

The Cuatrrman. Why would not a bank make a loan to an applicant 
of that qualification and financial rating? 

Mr. Barnes. They might not be able to for several reasons, because, 
in the first place, the collateral offered—if he offers collateral on the 
loan—would not be the type that they could accept without being 
criticized by the examiners. 

We find, frequently, situations where the borrower needs and must 
have, say, $40,000, where the loan limit of the bank is $20,000. The 
bank could not go along, even if it wanted to. 

We are encouraged to note recently how in many of those cases the 
banks are increasing the amount of their participation. They are 
coming along and are taking part in this program and are making 
term loans. 

You see, banks are faced with a different problem. They have to 
keep their portfolio on loans in a certain condition or be criticized by 
the bank examiners. They have an obligation to their stockholders 
and borrowers to place their money in the soundest ventures they can 
find and the best security that offers the best returns. In many in- 
stances the shorter-term loan will do that. So that the fact that the 
banks are participating with us, are making the term loans, means 
that they are back of this program and they are providing assistance 
to the small businesses in their communities. 

We are doing everything we can to encourage that. 

No. 4 may be redundant. It repeats the statute, but then the reason 
for that is that it is made available to the public, and they have a 
chance to see exactly what is in the law. 

(5) On a term loan—one repayable in installments over a period of several 
years—the past record, as well as future prospects of the business, must show 
sufficient probable income to provide required assurance of repayment. 

The CuatrrmMan. Senator Goldwater, you were interrupted there at 
one point. 

Senator Gotpwater. There is another aspect of SBA. I just want 
to get some clarification on it. I doubt if any of the rest of the gentle- 
ment are interested in it. 

I had a letter from your office the 2d of May stating that you had 
approved 4 applications totaling $137,500 of mining loans, and that 
there were 19 totaling roughly $1,500,000 that are pending. 
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Could you tell me in what fields of mining those loans were made? 
Do you have that record here? 

Mr. Barnes. They run the gamut of mining activities. In some 
instances there will be several different types of ore in the same mine. 

Senator Gotpwarer. I ask that question because, under the RFC, 
when our nonferrous mining industry in the West attempted to bor- 
row money they were unsuccessful. However, money was loaned to 
coal miners. 

It is stated in the conferees’ report, No. 943, page 20, in part, the 
committee in conference desires to affirm the views previously ex- 
pressed in such statement and to restate that the producer of strategic 
and critical minerals and metals is eligible for assistance under the 
Small Business Act of 1953 as any other business concerns that meet 
these criteria for small-business concerns under the act. 

As you know, I have been corresponding with you about this. I 
was anxious to know what type of money those four loans were in. 
If you do not have the information here, I would like to have it sup- 
plied and made a part of the record. 

The Cuarrman. Very well. 

(The information requested was subsequently furnished and follows, 
as table 3 :) 
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TABLE 3.—List of mining loans approved as of May 13, 1954 


Amount approved 


Name and address Type of operation 
. SBA 
Gross scone 


ee 








Finger Lakes Stone Co., Inc., Ithaca, N. Y $37, 500 $33, 750 | Mining and processing of stone. 
Hugh Finnegan, Bozeman, Mont 18, 000 9,000 | Operating gravel crushing plant. 
Mount Braddock Coal Washing Co., In- 55, 000 49, 500 | Coal washing and cleaning. 
diana, Pa.? 
Sunbeam Coal Corp., North Washington, 75, 000 75,000 |} Production, preparation, and sale of 
Pa bituminous coal, 
Taylor Sand Co., Junction City, Ga 15, 000 11, 250 | Sand mining. 
Waldo Stone Co., Union, Nebr | 10, 000 9,000 | Stone quarrying. 
! Classification of loans approved as ‘‘mining”’ is based on standard definitions for the mining industry as 


contained in the Standard Industrial Classification Manual. 
2 Subsequent to approval on December 22, 1953, loan was canceled in full on April 22, 1954. 

Senator Gotpwarter. This is not too much of interest to the rest of 
you. I hope you will bear with me. 

Have you added any more to the National Council of Consultants? 
You had five, I believe, appointed in the middle of March. 

Mr. Barnes. Yes, sir; we have. 

Senator Gotpwater. You do not have to answer this directly here. 
Could I impose upon you to consider the appointment of a mining man 
to that? 

Mr. Barnes. Yes, sir; more than one, if you wish. 

Senator Gotpwarer. We have this situation in the West: We have 
great new sources of strategic minerals, uranium, manganese, and 
other such minerals, and it is very difficult for these fellows to borrow 
money from the banks. It is history out there that little banks have 
not looked upon mining loans kindly. 

I feel that it would be an advantage to you, to the program, to have 
a man conversant with mining on your National Council of Consult- 
ants. 
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If you could advise me, after you have thought it over, what your 
decision is on that, I would appreciate it very much. 

Mr. Barnes. All right, I would be glad to make a short statement 
at the risk of getting over my head about mining loans. 

Senator Gotpwarter. All right. 

Mr. Barnes. Since I am from a part of the country that is engaged 
in oil exploration, the problems of which in some respects are similar 
to those of the mining interests, I have some knowledge of it. 

The difficulty experienced in making mining loans is more often the 
price at which ore may be sold. We have an expert on our staff who is 
capable of analyzing mining loan applications. In the first place, we 
are not authorized to make speculative, exploration loans. It must be 
a mining property that is proven, or proven to the extent that engi- 
neering data can be submitted which will show to the review people 
when they review the loan that, first, there is enough ore present, and, 
secondly, that it is of sufficient quality that when raised to the surface 
and sold, it can be sold at a price that will repay the cost of removal, 
plus any royalties that they may have to pay, and that there will be 
enough left to repay the loan. 

That is a very general statement of what we think our agency should 
look for in a mining loan. 

It is somewhat difficult for a small operator to make that showing, 
because the engineering costs and the exploration costs are usually so 
high that he needs developmental capital, rather than credit. 

However, we work with them. We try to make it clear to them 
the kind of showing that should be made. We believe that the sort of 
thing I have just described is the very minimum that we could require 
under our authority to make a mining loan. 

Senator Gotpwater. I think you are absolutely right in that policy. 
I do not criticize that for a moment. In fact, I think it is the only 
policy that a lender can pursue when he is working with the mining 
industry. 

The loans that I refer to would not be exploratory loans. They 
are developmental loans, mostly involving stockpiling, where the man 
has a contract, for, say, 6,000 or 30,000 or 100,000 tons of ore. It is the 
Government stockpile. He will get the money. 

The banks will not get into that kind of a loan. They should be 
able to come to you to get that. I know by your expression of criteria 
that they will be. 

Mr. Barnes. We are perfectly willing to make the loan. What I 
have described is the bare minimum. They are not always able to 
meet it, because they do not have enough information on their lease 
or their mining property, or they do not have the cost of raising the 
ore analyzed, or, when they get all through, the ore is going to sell at 
a price that will not repay them for the operation. 

Senator Gotpwarer. | know what you are talking about. I have 
a whole boxful of grubstake IOU’s. 

The CuarrmMan. I will turn to Senator Smathers. He has not had 
a chance to ask a question yet. 

Senator Smatuers. Thank you, Mr. Chairman. 

Some of my questions may be repetitious because I was not here to 
hear Mr. Barnes at the outset. I will be very brief. Let me ask a few 
general questions. 
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What proportion of applications that are made for loans do you 
people act on? 

Mr. Barnes. About 40 percent—— 

Senator Smaruers. In other words, 40 percent ‘ 

Mr. Barnes. Of the applications acted on, are granted as loans. 

Senator SmMaruers. Are granted? 

Mr. Barnes. Yes. 

Senator SMarTHERS. Do you expect to step that up any ? 

Mr. Barnes. Under our system, we have a fixed standard. If the 
quality of the applications improves, it will be stepped up. If it 

falls off, it will not. We try to keep our standards—I mean the credit 
standards by which we pass the loan—steady, the same—always to 
apply the same test. 

Senator Smaruers. In other words, your answer is that it would 
be stepped up if more applicants met the necessary qualifications ? 

Mr. Barnes. Yes, sir. 

Senator Smatuers. I was interested in what the chairman had to 
say about the difference between your standards and those of a regular 
bank. 

Is it your view that the Small Business Administration should 
operate almost on the same standards as a commercial bank, so far 
as a credit policy is concerned ? 

Mr. Barnes. No, sir. We are authorized to take loans for longer 
terms. We are authorized to accept collateral that banks would not 
be permitted to accept. We are authorized to look at earnings, and 
not be so insistent on collateral sometimes. 

On the other hand, you know and I know that sometimes banks 
which operate in the community know the man’s background, have 
worked with him for years, and are familiar with him and are capa- 
ble of making character loans that any agency such as we are, where 
everyone is a stranger to us, where we have to obtain a record of his 
credit and past business activities, cannot do. 

Senator Smarners. You understand that it was the intent of the 
Congress that you should be more lenient in your credit terms than 
commercial banks? 

Mr. Barnes. I believe we are, sir. 

Senator Smaruers. What provision, if any, have you made for 
loans to new business, where a young fellow, let us say a veteran, who 
wants to start out, and has no particular business background and 
probably very little collateral—have you made any loans for the start- 
ing of new business under such circumstances, or do you loan exclu- 
sively to existing business ? 

Mr. Barnes. No, sir; we make loans to new businesses, if there are 

elements of the credit criteria that I have put in the record a few 
eee, ago—if there are sufficient of those credit criteria present 
to justify it. 


Senator Smatruers. Would you require all of the elements of credit 
criteria ? 

Mr. Barnes. No. We would have to have some proof that he had 
managerial ability to run the business. I can give you an example, if 
you like. 

Senator Smatuers. Let me ask you this question: No. 2 says: 


There must be evidence the applicant has the ability to operate his business 
successfully. 
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If tliat is a criterion to which you always stick, I do not see how you 
could ever make a loan to a new business, because there is no proof 
that the man can operate a business. 

Mr. Barnes. I recall one loan we made to a man who had returned 
after his war service, had taken some GI training in his particular 
profession, had gone to work in a larger city, and was the No. 2 man 
in the larger business. And then finally returned to his home town 
and needed a relatively small amount to go into business for himself. 

Senator Lone. What kind of business ? 

Mr. Barnes. That happened to be the undertaking business. He 
had done a good job in training himself, in preparing himself, and 
he entered the field in an area where there was no other competition 
to speak of—he did not have any competitors in 1 or 2 counties—and 
he had about half of the money he needed to go into business. 

Senator Smaruers. In answer to a question that I first asked you 
about the proportion of loans, you stated—and I think it was a good 
answer—that the credit policy would remain the same and, if there 
were more applicants who met the necessary qualifications, more 
loans could be made. 

Do you presume that there will be more applicants, in view of the 
fact that you are now getting started and that the information is out? 

Mr. Barnes. Yes, sir. I think when we first started there were a 
great many people who thought that this was a give-away program 
and they would not have to repay the loan, who put their applications 
in. The quality of our loans is improving. 

Senator Smaruers. You would agree, would you not, that the 
present cost of operating the SBA, in 1 the light of the few loans that 
have thus far been made, and if there were not more loans made in 
the future, would hardly justify continuing such an operation? 

Mr. Barnes. Yes,sir. But Iam sure that you do not want to charge 
against the loan function all of the activities of the SBA. 

“Senator Smaruers. No. 

Mr. Barnes. That is only about a third of our function. We have 
less than one-half, considerably less than one-half of our people across 
the country working on it. 

Senator SmatHers. Working on what? 

Mr. Barnes. Working on loans. You see, we are very much in the 
business of seeing that small business gets a fair share of the amount 
spent for defense materials and supplies. 

We also have management and technical programs that reach, in 
some cases, many more businesses than the loan program. 

Senator Smaruers. What percentage of your staff is assigned to the 
work of seeing that small business gets a fair share of Government 
contracts for defense materials and supplies? 

I honestly did not know that they did that. So, this is informa- 
tion for me. 

Mr. Barnes. Approximately one-third of the staff. 

Senator Smaruers. How many men do you have doing that? 

Mr. Barnes. We have a certain central organization, such as the 

controller, and things of that nature, that are not assigned directly 
to that. So it would be less than one-third in people. This type of 
publication is one that we put out. 
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The Cyaan. If there are any of your staff who could readily 
answer that question of what percent of your staff is engaged in tryin 
to assist small businesses in securing the best contracts, we woul 
appreciate it. 

Mr. Hanna. This is for the current year only. Of our funds, 
approximately 49 percent were devoted to the procurement activities. 
That included the joint determination program, of which Mr. Barnes 
spoke, assisting them through the subcontracting programs, certificates 
of competency, and helping small-business men to get on the bidders’ 
list, development of publications such as this United States Govern- 
ment Purchasing Direct« ry, etc. 

The Cuarrman. That is your administrative function? 

Mr. Hanna. Yes, sir. 

The Cuarrman. That represents how many dollars, this 49 percent ? 

Mr. Hanna. I do not have it readily available. I can supply it 
for the record. 

The Cuatrman. Then supply that for the record, so that we will 
know. 

(The information requested was subsequently furnished and is as 
follows:) 

Approximately $1,870,000 of the 1954 appropriation represents the cost of the 
procurement assistance activity, as set forth in the 1955 budget estimate. 

The CHarrman. So that it is not just the question of your staff all 
being engaged in adjudicating or approving applications for loans. 
You have this other function where you are assisting the small-business 
man in securing defense contracts, either primary or subcontract. 
You are engaged in that activity ? 

Mr. Hanna. That is correct. 

The Cuarrman. What other activities besides that is your agency 
engaged in? 

Mr. Barnes. In providing management and production assistance 
of various kinds. Some of that is provided through publications, the 
management and technical aids that we put out. 

The Cuatrman. I am imposing on Senator Smathers’ time. 

Senator Smaruers. You go ahead. 

The Crairman. I should like to get the information of what you 
mean by management. Do you have the technicians who are quali- 
fied to go in and make an appraisal of a business establishment and 
say that the number of administrative functions that you have in this 
business are not conducive to good business practices and, if you do 
this, or if you make this sort of an administrative change here, you 
will be more successful and show a better profit? Do you have such 
technicians ? 

Mr. Barnes. Yes, sir. We have industrial specialists and produc- 
tion specialists. And, if called upon, they can provide that type of 
thing. 

The Cuarrman. Where are they located, centrally ? 

Mr. Barnes. All are in our regional and branch offices—all are in 
the 34 offices we have around the country. 

In addition we have certain management extension courses that we 
put on with the colleges and universities. We do not have very many 
of our people involved in that, but we work out the courses so that 
management gets training. 
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Senator Smaruers. These experts that you have in management 
and industrial matters, how does one go about getting their advice? 

Mr. Barnes. Merely by calling or writing our regional office. 

Senator Smatuers. Does the SBA have to make a loan to them 
before you get that advice, or is that service available for anyone who 
asks? 

Mr. Barnes. Yes; the latter. 

Senator Smaruers. That must require a rather large staff, must it 
not ? 

Mr. Barnes. No, sir. They do other things. They are frequently 

called upon in connection with loans to take a look at the plant and 

see how it is operated and what the management is like. It may be in 
connection with a defense contract. The Defense Department has 
doubt as to whether the low bidder, who is small business, can per- 
form the contract. We send a man out who looks at his plant, a pro- 
duction specialist, and he reports back, and we certify that he is 
financially able and that his plant has the capacity to perform the 
contract. We issue a certificate which is binding on the military. 
They have to issue the contract to the small business. 

Senator Smaruers. I understand that. I am all in favor of that. 
The thing that intrigues me a little bit is: If I were running a busi- 
ness in Florida, and _ I wanted an expert’s opinion on whether I was 
running it correctly or not, even though you have not made a loan 
to me, or even though you were not about to make a loan to me, I 
could write and get you to send down an expert to tell me how to run 
that business? 

Mr. Barnes. Yes, sir; but more likely we would try to do that as 
much as possible by publications. We have issued a series of some 
30 or 40 on various management subjects that go into detail. We do 
not want to be officious or nosy. We would prefer to have them take 
the specialized information that we have had experts prepare and have 
published and have them read it themselves and make up their own 
minds about the business. 

Senator Smatuers. You do not have experts in every field in these 
regional offices, do you? 

Mr. Barnes. No. 

Senator Smaruers. In other words, you have some experts in some 
offices ? 

Mr. Barnes. Financial specialists, industrial, and production 
specialists. And they have specialized knowledge of those particular 
fields only. 

Senator Smatuers. After the experience which you have had thus 
far as the Administrator, do you think that the Congress should con- 
sider raising the amount of money which the SBA could loan to an 
individual applicant ? 

Mr. Barnes. I think that is a general subject that might well be 
studied at some time in the future. I do not believe we have had 
enough experience under the present law for me to say authoritatively 
one way or the other. It certainly is true that with respect to ap- 

lications that have come in up to now, the applicants seem well satis- 
fied with the amount that is established. It is true that 90 percent of 
the RFC loans made in 1950 were under $100,000. There may be in- 
dividual cases that this present act does not take care of, but I think 
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we ought to get more experience under the present law before we 
make a change like that, because it is the larger loans that require 
more work and are more difficult. 

Senator SMaruers. Just two other questions on different lines, for 
my own information : 

How many of the RFC people who have had experience on loans 
have you people hired—any of them—10 percent, 30 percent ? 

Mr. Barnes. We have hired, I suppose, maybe 80 percent or more. 
I am just guessing. Eighty percent of our loan examiners have had 
RFC experience. We have such a backlog of work from the applica- 
tions that have come in in March and April that required more peo- 
ple than we have in our present staff to do the work, that I have gone 
to the RFC and under the authority of our law, borrowed on a reim- 
bursable basis from them some 20 or 30 of their people. 

We also have temporary employees, a number of them, that we have 
put on to try to get into this backlog. 

Senator Smaruers. Let me ask you this question: What is the aver- 
age length of time, the elapsed time, from the date that a person makes 
an application for a loan until the date when such loan is finally ap- 
proved? Do you have any statistics as to the elapsed time ? 

Mr. Barnes. I do not have any overall statistics. It was different 
in January than it is now. It depends on how many applications are 
pending and how many people in the particular office there are to 
work on it. 

Senator Smatuers. I can well imagine that. My question, however, 
is how long has it been taking you “to process these loans, 2 weeks, 
2 months or 6 months? What is approximately the lapse of time? 

Mr. Barnes. Approximately now oat 6 weeks from the time the 
application is filed in the field before we take action on it here. 

Senator Smaruers. Does every application have to be approved in 
the regional office before it is finally sent to the headquarters in Wash- 
ington ? 

Mr. Barnes. No, sir. If it is filed in the field, it comes all the way. 
We authorize loans in Washington, occasionally, that the field office 
has directly declined. 

Senator Smatuers. But no loan is approved in the field? 

Mr. Barnes. Yes, sir, disaster loans under $10,000, they have au- 
thority to approve them in the field. 

Senator SmatTuers. Besides those, are any loans approved in the 
regional office, in Atlanta, Ga. ? 

Mr. Barnes. No, sir. 

Senator Smatuers. Is it not true that all straight loans—even 
purticipation loans, not disaster loans—have to be approved by the 
headquarters in Washington ? 

Mr. Barnes. Yes, sir. 

Senator Smatuers. Is that, in your opinion, a better way to handle 
it? 

Mr. Barnes. It certainly is, in my opinion, that is until an organi- 
zation has been in operation long enough and been operating under a 
new policy, until they are thoroughly familiar with it and are well 
versed in how to handle it. Otherwise, you may find declines—you 
are just as likely to find a field office declining a loan that should be 
made as making a loan that is improper, and by making it at a 
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central place, only a very small addition to the time is involved. I 
do not think it takes more than 10 days to the Washington office, and 
we are trying to cut that down. 

Senator Smatuers. For the purpose of seeking information, let 
us take, for example, the case of an individual in Miami, Fla., who 
wants to apply for a small loan. There is no State office in Florida 
for such purpose ? 

Mr. Barnes. No, sir. 

Senator Smaruers. He has to go to Atlanta, Ga., I presume, where 
you have an office for such purpose. Do you have an idea how many 
miles it is from Miami to Atlanta? 

Mr. Barnes. Yes, sir; it is a long way. We hope to establish an 
office in Florida to take care of it. 

Senator Smatuers. Good! Then, if you get an office in Florida, 
will he still have to go to Atlanta thereafter ? 

Mr. Barnes. He would go through the SBA office of the city that 
is selected in Florida. 

Senator Smatuers. Thereafter he will not have to come to Wash- 
ington ? 

Mr. Barnes. That is right. We have established these field offices 
on the theory that a man can get all of the services that we offer near 
his home, or as near as we can get to his home. We obviously cannot 
have them in every city. We have to have them céntrally located so 
that a man should only drive a few hundred miles—I mean one or two 
hundred miles. But there will be no reason for him to come to Wash- 
ington or have a Washington representative to deal with. He can do 
it all himself. He can do it near his home. 

We think that is one of the best ways that small business can be 
served, not to have to come to Washington to get action on his par- 
ticular petition, whatever it may be. 

Senator Smaruers. Then he will drive to the local office, make his 
case, and that office will make a recommendation and send it to Wash- 
ington and you will either approve or deny it? 

Mr. Barnes. Yes. Frankly, if it isapparent that more information 
should be ee and needed, we would go right back and ask them 
to develop it right in the field. 

Senator Smaruers. Do you have any idea how soon you will be able 
to get an office in Florida? 

Mr. Barnes. I have an appropriation request pending, and I think 
that it should be in the near oa 

Senator Smatuers. Thank you very much. 

Senator Lone. From time to time I have someone call me from 
Louisiana, who informs me that he wants his Senator to do whatever 
he can do legitimately to help him out with his application. I know 
that you do not know about those calls, because I have not contacted 
you about any of them. 

Do you deem it appropriate or proper on those occasions, if a per- 
son wants to come to Washington, for the Senator to request you to 
see the individual, if they come up? Or do you think it would be 
better for us to advise him that he had better stay down in his home 
State and see the local office down there or handle it through the mails? 

Mr. Barnes. I will be as courteous as I can be to both your office 
and to any one of your constituents who comes here. We have tried 
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to design our services so that he will not have to do it; he can tell our 
field office everything that he could tell us here, and it will reach us. 
It will all come in. If we need more information we will come back 
tohim. We will try to run this on a businesslike basis with principles 
that we will apply to the facts of his case, and you can be sure that he 

will have fair and unprejudiced and objective and sympathetic treat- 
ment. That is what we will try to give him. Probably he can save 
money not to come, unless at some future time it is requested by us. 
We will pass on his loan without him coming up here. 

Senator Lona. That has been my advice to all of them, that they 
should not come to Washington, that they should apply to the local 
office, and forward it on through the regular channels here. 

Would I understand from your point of view that he would receive 
exactly the same consideration, if you are not contacted by the elected 
representatives as he would if you were contacted; that yeu will re- 
view it on its merits? 

Mr. Barnes. Yes. 

Senator Lone. Do I understand it to be your policy, in effect, that 
he is going to get exactly the consideration that his application merits, 
whether he contacts his Senator or Representative, or not? 

Mr. Barnes. That is right. 

Senator Lone. The main thing—he should initiate his request at 
the local office? 

Mr. Barnes. That is right. 

Senator Lone. Is there any short-circuiting process that he can use 
to save time, by coming to Washington ? 

Mr. Barnes. No, sir. The most time he will save is by getting his 
books and records in order, keeping good records, and then having 
his financial statement and everything to support his application— 
having that complete at the time he goes to our local office first. 
Frequently, they go there 2 or 3 times just on an exploratory basis. 
If he has his records, or can have hia accountant bring them up to date, 
get his financial statement, get together his business picture so that 
anyone can look it over, that enables us to act fast. 

If there is a bank in it, the bank may make his application, but he 
will have to have the same information to present to the bank, unless 
they already know it. In the direct application, we do not know 
anything about it. He has to have his full picture, to present to us, 
and we have to do some verification ourselves, which must be done in 
the field. Certainly it would not do any good to come up here until 
that has been done. 

Senator Lona. Let us take a specific case. A man called me from a 
small city in my State. Perhaps it would be good advice to him, if 
he is the ordinary small-business man, and he has nothing in the mill, 
so far as his local bank is concer ned—perhaps they have turned him 
down—to tell him to put all of his books in a car, and if he has an 
accountant, to take him with him, drive down to New Orleans and get 
the application filled out before the day is out. That would be the 
way to do business, I take it ? 

Mr. Barnes. Yes, sir. If he had a separate copy of all of his state- 
ments and everything of that nature, then our man could look it over 
and give him a fairly accurate review right there in New Orleans. 
If it was favorable, why, he would give him an application, and the 
man and his accountant should fill it out and submit it. 
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Senator Lone. The chances are if he took all of his files and his 
correspondence and other information that he had, and would go on 
down there with it, that he could fill out the application at that time ¢ 

Mr. Barnes. Yes. 

Senator Lone. Senator Sparkman asked me to ask you about a 
couple of matters along that line, because he has had some contact 
with small-business men from Alabama and he could not be here today. 
He says that he has heard some complaint about a heavy backlog of 
work, and a long time lag between application and action on the 
requests. Can you give us some information on that ? 

Mr. Barnes. ‘Yes, sir. 

The backlog was apparent when twice the number of loan applica- 
tions were filed that we had expected and planned for in our stafling 
program. When it became apparent, I made the request to the Budget 
Bureau, and they reviewed it, and then the President requested an 
increase in the appropriation, which will give us a larger staff to work 
with. 

In the meantime, I have taken what administrative steps are within 
my power to meet the situation, because when we started off last fall, 
obviously we did not have as many applications, did not have as much 
work to do, did not have as many people on the payroll. So we had 
some extra money in our salary account. I have used that, by author- 
izing temporary employees, and I have gone to other agencies and 
borrowed their personnel on a reimbursable basis. 

I have done all of that type of thing that I can do, until this new 
budget request is acted upon. 

We have still a backlog of some 700 loans in the field, that is, loan 
applications in the field. We are working on those as fast as is 
humanly possible. 

I am assuming the fact that some of these people are new and can- 
not act as quickly as they will in 2 or 3 weeks from now. 

We took action on some 60 applications last week. Our credit men 
are taking the loan dockets home with them at nights and working 
nights on them. They have been working Saturdays. 

Still, with a few people, we are eating into it just as fast as we can. 

Senator Lone. He also says that he hears—this is Senator Spark- 
man again—that there are much stricter requirements on the small- 
business loans than there were under the RFC setup. Are you in a 
position to compare whether your group is stricter or less strict. than 
the RFC was in their small-business loans? 

Mr. Barnes. I would like to have Mr. Engles answer that. question. 
He is the Deputy Administrator in charge of loans. He has had a 
vast experience in it. He was with the RFC for a number of years. 
If it would be all right, I would like to have him answer that. 

Senator Lone. Identify yourself for the record. 

Mr. Enoies. My name is Norbert Engles. I was with RFC for 
about 20 years. 

I think that I can say that our program is much more liberal than 
RFC. 

Senator Lone. You think that actually the requirements are more 
liberal for a small-business loan ? 

Mr. Enates. Yes. 

Senator Lone. Can you give us some ideas, some specific ideas, with 
respect to the way in which you think that might be the case? 
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Mr. Enotes. I think it would come primarily from experience. I 
worked on loans all of these years. 

Senator Lone. That would necessarily be true. 

Can you give any specific examples of a case where you think under 
the RFC that they might have been more strict than the SBA? 

Mr. NGLES. Under the loan policy that we have now at the SBA, 
we can make most any loan that RFC ever made, and we have made 
some loans that the RFC would have turned down. 

Senator Lone. Do you have any examples now? 

Mr. Enexes. No, I do not—specific. 

Senator Lone. That is just your feeling, the feeling of a person 
who has made and recommended such loans ? 

Mr. Enetes. Yes, sir. 

Senator Lone. Could you just give me your reaction on this? As 
I understand it, the RFC was making loans about at the rate of 
5,500 alone in 1950. How would you attribute the difference between 
the high volume of loans, 10,000 applications and 5,500 loans approved 
in 1950, as compared to this year’s record of, I think—well, let us 
see—I had that here—225 loans approved and 696 applications? 

Mr. Eneatxs. The RFC had 20 years’ experience with a trained 
staff. They could process a lot more applications than we have been 
able to with our very limited staff. I believe that, as time goes on, 
the rate of our approvals will go up. I think we are going to get 
a better type of application and a better type of borrower. 

The Cuarrman. Mr. Barnes, the question that occurs to me at this 
point is this: Out here in your State offices you have the technicians 
and you have an administrator who should understand such business 
loans. Do you have sufficient work done on the application out in 
the State office, so that this State office submits a file to you with a 
specific recommendation ? 

Mr. Barnes. Yes. 

The CuHamrman. How long does it take your technicians to make a 
digest of that file and to determine whether the recommendation is 
sound or is not sound ? 

Mr. Barnes. In Washington? 

The CHatrmMan. Yes. 

Mr. Barnes. It goes to Washington, to the examiner, and he usually 
is able, assuming that he begins “work on it right away—he usually 
finishes it in 2 days. 

The Cuatrman. Well, just assume that this man, the Washington 
examiner, has picked a file up and he is now making a study of it to 
determine what he is going to do 

Mr. Barnes. He will have 2 days. 

The Cuarmman. You mean that he must take 2 days to make a study 
of it? 

Mr. Barnes. He makes a study and dictates his report on it. By 
the time it is typed and re produced, it is 2 days. Then it goes to the 
loan review committee, and they usually 

The Cuamman. Yes. How long? 

Mr. Barnes. They have it 1 day. Then it goes on the next docket, 
and it is presented to the administrator whenever the next docket is 
presented. Tuesdays and Thursdays—twice a week—we pass on the 
dockets. 
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The Cuarrman. The question occurs to me—and I have put my 
recommendation on many a loan application, because I appraised for 
the Federal Land banks for a period of time—under a normal loan, 
when I placed my recommendation on that loan, it would not take 
very long for them to either say that that appraisal was a sound one 
or it was in error, and then they would fire it back and say, “We are 
not certain that we understand your recommendation on this specific 
thing,” or, “We do not understand your appraisal of this,” either the 
real estate or the buildings, and then I would have to review it and 
send it back with an additional recommendation. 

Or, if it was of such a large application that it was questionable, 
they would probably send it to some other individual and say to that 
individual, “Go and make a reappraisal of this application.” 

It would seem to me that an ordinary application coming into 
Washington from a State office that had capable, experienced men 
who had been operating for some time should not take very long to be 
appraised and approved or rejected. I believe that. It seems to me 
that 2 days, with 1 application in hand, is an awful lot of time for a 
man to work on an application. He would go to sleep looking at it. 

Mr. Barnes. It does not take long. What he does is that he gets 
assigned 4 or 5 or 6 cases. He works on them, or part of them, 1 
day, dictates his report, works on the other part the next day while 
those are being reproduced or mimeographed, and dictates on those, 
so that when I said 2 days, I just allowed time for him to look at it, 
and then for it to be reproduced. 

I would like to correct one thing that was said, however. We have 
now approved considerably more loans than the figures that you had, 
Senator Long. 

The CuHarrman. You have some charts. 

Mr. Barnes. We have 317 loans that were approved. 

The Cuatrman. Before we close, I was going to suggest that any 
material you want to supply for the record that will make the record 
complete, you should do so. 

(The material subsequently furnished by the Small Business Ad- 
ministration appears in the appendix as exhibit A.) 

Mr. Barnes. I want to add one more thing, that is, in the period 
1949 to 1950 that you referred to, RFC had some 600 loan examiners 
in their system. And at present, including all of the loan examiners 
we have on our payroll, the ones we have as temporary employees, the 
ones we have borrowed, who are examiners, we have 90. 

Senator Lone. You have 90 examiners now. Well, of course, that 
ratio seems to relate very directly to the amount of loans that were 
being made. RFC was getting loans made at the rate of about 5,000 
a year. You will be getting loans made at the rate of about 1,100 a 
year, at the rate you have made them up to this time. That indicates 
that the ratio is fairly close. Perhaps a slight indication of efficiency, 
but not greatly. 

Mr. Barnes. Our ratio will come nearer to 1,800 or 2,000 loans per 
year if the volume of applications holds up as at present. 

Senator Lone. Do you think that you can handle it with 90 
examiners ? 

Mr. Barnes. No,sir. I have requested a few more from the Bureau 
of the Budget. And the President has made the request to the 
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Congress. I think, with the additional people that we will get out 
of the budget request, that we will have enough people to handle the 
present volume and the future volume, if it holds at the estimated 
rate of 400 applications per month. 

Senator Lone. If you do not have it, perhaps some of your staff 
can give it to you 

Mr. Barnes. Could I interrupt a moment? 

Senator Lone. Yes. 

Mr. Barnes. The thing that we are doing which should be taken 
into consideration, which the RFC did not do so much, was to offer 
financial counseling. And that takes as much time as processing of 
applications. 

In February, for instance, we had in our field offices across the 
country more than 5,000 people come in for financial counseling in 
connection with their businesses. 

We think that the SBA should provide that financial counseling, 
because this work may be just as valuable as making a loan. In many 
instances it results in the loan by a bank or something of that nature. 
All of that takes time. It takes time that might otherwise be spent 
on processing applications. It also provides assistance to that many 
more people. 

Senator Lone. If I understand correctly, quite a bit of this finan- 
cial counseling is discussing the man’s problems with him and then 
handing him a book that relates to the problems that he has in mind, 
if you can find some problem that you have been able to prepare a 
booklet on? 

Mr. Barnes. Yes. 

Senator Lone. You mentioned you had a considerable number of 
booklets. I know that I could not go through all of them, but I 
would be very curious to see what you have. I wonder if it would 
be possible for you to supply me with a copy of those various books 
that you have prepared? You indicated about 35. 

Mr. Barnes. We will put a checklist which lists the titles of all 
of them, into the record. 

(The list was subsequently furnished and is as follows:) 
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How Small Plants Can Sell to the Federal Government 
Adequate Production Control 

Reducing Accident Costs in Small Industrial Plants 
Business Insurance—I 

Reducing Accident Costs through Safe Working Conditions 
Is Your Labor Turnover Cost Too High? 

Reducing Accident Costs by Use of Safety Committees 
Incentive Techniques for Use in Small Businesses 

How the Small Plant Can Analyze Old and New Markets 

. Saving Manpower in Industry 

Minimizing the Cost of Breaking in New Personnel 
Reducing Accident Costs through Reports and Records 

3. Small Plant Health and Medical Programs 

. Subcontracting for Small Plants 

5. Business Insurance—II 

16. Methods Engineering for the Small Plant 

17. How Walsh-Healey Public Contracts Act Affects Govt. Supply Contractors 
18, Changes in Organization Responsibilities as a Plant Grows 
19. Two Dozen Ideas for Effective Administration 

20. Reducing Accident Costs through Safe Work Methods 

21. Business Insurance—III 
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Developing Foremen in Smaller Plants 

Budgeting in the Small Plant 

Improving Shipping Room Operations in Small Plants 
Improving Maintenance Operations in Small Plants 

How Management Consultants Help Small Manufacturers 


7. Reducing Accident Costs through Selling Safety to Supervisors and Workers 


Business Insurance—IV 

Analyzing Your Government Contract 

Employee Selection and Placement Methods for Small Plants 
*ackaging Pointers for Government Contractors 


. How Trade Associations Help Small Manufacturers 


Borrowing Money from Your Bank 

Depreciation, Deterioration, and Obsolescence 

Materials Control for Small Plants 

Sound Pricing Policy in Bidding on Government Contracts 

Figuring and Using Break-even Points 

How Advertising Agencies Serve Small Business 

How to Choose Your Bank Wisely 

Pitfalls in Estimating Your Manufacturing Costs 

How the U. S. Employment Service Helps Small Businesses 

Getting Your Product on a Qualified Products List 

Appraise Your Competitive Position to Improve Company Planning 

How to Build Your Sales Volume 

Judging Your Purchasing Efficiency 

How to Analyze Your Own Business 

How the Federal Mediation and Conciliation Service Helps Small-Business 
Men. 
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Proper Alignment of Machine Tools 

Sharpening of Drills, Lathe Tools and Milling Cutters 

Care and Maintenance of Belt, Chain and Gear Drives 
Sharpening Certain Metal Cutting Tools Used in Machine Shops 
Precision Measurement of Workpieces 

Selecting the Right Tool Steel 

Machining Aluminum—I 

Metallizing 

Machining Plastics—I 

Machining Aluminum—II 

Machining Plastics—II 

Machining, Repairing and Heat Treating Cast Iron Workpieces 
Cutting Oils and Coolants 


. Corrosion in Machine Shops—Causes and Prevention 


Machining Brass and Bronze Workpieces 
Machining Magnesium Alloy Workpieces 


. Taps and Dies 


Surface Cleaning Techniques 


. Care and Maintenance of Grinding Wheels 


Maintenance of Power Hand Tools 
Surface Finishing Techniques—I 
Surface Finishing Techniques—II 


. Titanium 


Surface Finishing Techniques—III 


. Lengthening Tool Life 


26. How to Select the Right Grinding Wheel 


30. 
31. 
32. 
83. 
34. 


7. Gaging Tolerances in Machine Shops 


Economies of Lubrication 


29. Inventions; Government-owned; Government-licensed; and Registered for 


License or Sale 
Fire Prevention in Small Business 
Radioisotopes and Small Business 
Essentials of Good Plant Lubrication 
Gas Welding of Cast Iron 
Handling, Storing and Dispensing of Lubricants 
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To receive any of the foregoing Aids, place a check mark in front of the Aid 
number: 
To receive new Aids as published, check below; and return to address at top 
of first page. 
Management Aids 
Technical Aids 
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No. 7. Better Communications in Small Business___.____--~-~ _... 39 pages, 20¢ 
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(after June 14, 1954) 

The Small Business Administration publishes these booklets, but does not sell 
them. They can be purchased, at the prices indicated, from the local office of the 
U. S. Department of Commerce, or from the Superintendent of Documents, Wash- 
ington 25, D. C. 

All orders for these booklets should be accompanied by a check or money order 
made payable to the Superintendent of Documents, or by cash. No stamps, please. 
Checks or money orders sent to the Department of Commerce should be made 
payable to the Treasurer of the United States. 


To: Superintendent of Documents, Government Printing Office, Washington 25, 
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Enclosed find $——. Please send me the number of copies of each of the pub- 
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Senator Lone. I would like to see a Sit sample of them, so that I 
could see what they are. Do you sell those to individuals, or do you 
give them away ? 

Mr. Barnes. What we call the management and technical aids, we 
give free to any owner of a small business who writes and asks us to 
be put on the list. We give him future copies. He can get a check 
list of past issues, and then he can indicate on the list which ones he 
would like to have. Those are free. There are 14 booklets in the 
Small Business Management Series that are longer and more com- 
plicated. These have been published by the Government Printing 
Office and are for sale, and cost 15 to 35 cents, for each. 

Senator Lone. If you would be so kind as to supply me with some 
samples of both kinds—some samples of the more elaborate kind, and 
some samples of the briefer kind, so that I can see what you have in 
that regard. I am interested in that. 

Mr. Barnes. The ones that are free, the management and technical 
aids, I will put a copy of those, a list of those in the record as well as 
the publications printed and sold by the Government Printing Office. 
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Senator Lone. That is a list of them. Of course, I would like to 
see the actual documents themselves. 

Senator Smatuers. When you give this financial counseling, have 
you ever had any objections on the part of the accountants’ associa- 
tion or the legal profession in the county or the city in which you op- 
erate, claiming that the Government is in competition with them ? 

Mr. Barnes. As a lawyer I have tried very earnestly to see that we 
do not step into the legal field with any advice that we give. The 
work that we do in connection with counseling is not accounting work. 
It is more credit work. It suggests ways. It gives financial advice. 
And he can go back to his accountant with it. Frequently his account- 
ant will be there with him. He can rearrange his assets in some way 
so that he can present a better financial picture when he goes to a bank 
to apply for a loan. 

Senator Smaruers. Where do you get these fellows who are quali- 
fied to tell these men how to run their business—where do you get all 
of these experts? 

Mr. Barnes. We do not tell them exactly how to run their business. 
We tell them what good business principles are. 

In the case of financial counseling, they are these financial special- 
ists that I told you about that also process the loan applications. It is 
the same sort of work that they are engaged in for us. 

Senator SmarHers. Do you think you could get more loans proc- 
essed if they spent less time financial counseling and spent more time 
processing ¢ 

Mr. Barnes. They spend roughly half of their time financial coun- 
seling. 

Senator Smaruers. My question is, do you think you could get 
more loans processed if they spent more of their time processing loans 
and less on counseling ¢ 

Mr. Barnes. Yes, sir. I think, however, that financial counseling 
may be equally as good a service to the particular businessmen as 
processing loan applications. 

Senator SmarHers. I may be completely wrong about this, but 
I did not understand when we passed this bill—and I say I may be 
completely wrong about it—that the Congress intended the setting up 
of a group of experts to go around and tell people how to run their 
business. As I recollect, the Small Business Administration was for 
the purpose of aiding small business by making credit available to 
them. Am I wrong in that understanding ? 

Mr. Barnes. Sir, the term “how to run their business” is a little 
stronger that I would use myself. We provide advice, if it is requested. 

The Cuarrman. I think the act could be read—that specific para- 
graph. 

Senator Smaruers. It is probably in here. 

The Cuarrman. Mr. Forsythe, the committee counsel, can read that. 

Mr. Forsyrue. This goes to section 207-E, and in our print it is 
on page 6. 

Senator Smatuers. I see it. 

Mr. Forsytuer. Which says: 

To provide technical and managerial aids to small-business concerns, by ad- 


vising and counseling on matters in connection with Government procurement 
and on policies, principles, and practices of good management, including but not 
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limited to cost accounting, methods of financing, business insurance, accident 
control, wage incentives, and methods engineering, by cooperating and advising 
with voluntary business, professional, educational, and other nonprofit organiza- 
tions, associations, and institutions and with other Federal and State agencies, by 
maintaining a clearinghouse for information concerning the managing, financing, 
and operation of small-business enterprises, by disseminating such information, 
and by such other activities as are deemed appropriate by the Administration. 

Senator Smarners. That shows you how Senators, at least one 
Senator, can vote for legislation, believing that it is intended for one 
thing but which also contains provisions for a lot of other things. 

The Cuarrman. The whole philosophy that was in mind in trying 
to develop this legislation was, first, that you were in a very heavy 
defense expenditure area which meant that you were going to have 
many, many businesses faced with the fact that there were the defense 
contracts, both prime and the so-called subcontracting; that the small- 
business man was at a disadvantage because he did not have the tech- 
nicians nor did he have a Washington representative, and, there- 
fore, he could not compete with the big-business establishments. And 
for that reason we endeavored to give him such representation in the 
Small Business Administration. 

The other was from the standpoint that, if a man was making an 
application for a loan because he was in financial difficulty and he was 
not acceptable to the local banking institution, we might be able to 
render him some type of a service, to determine whether it was advis- 
able for him to try to obtain a loan, and to continue, or if it would be 
better for him to have his business establishment liquidated. 

These are factors in the attempt to maintain our little businessmen 
on the Main Streets of this land and to be an incentive, and to be an 
inducement for any further young man to become an established 
businessman on our Main Street. 

The whole theory and philosophy is to keep small businesses alive 
in this land. That was the whole thing, just the same as the FHA, 
the Farm Home Administration. It was there to help the worthy, 
desirable young man get his feet under him as an operator and a 
manager of a farm or a landowner. That is the whole philosophy, 
the scheme that we are attempting. That is why we are having this 
hearing this afternoon to try to find out whether we are following out 
what was intended in the act, whether the act is being administered 
in such a conservative manner that it is not fulfilling what we had in 
mind. That is the purpose of this hearing. 

And also to try to make certain that we have a little more informa- 
tion, because we may have to defend the additional fund that is now 
in the bill. We will be out on the Senate floor one of these days, being 
shot at, in the event that there are those who feel there is too much 
money being recommended for the number of applications that have 
been adjudicated in the past. 

For that reason we were trying to make a little record here. 

Senator Lone. I would like to ask a few more questions. 

The CuatrmMan. Before you do, let me make mention of the fact 
that we have here Senator Hunt’s secretary, Mr. Whitlock. Mr. 
Whitlock has been taking all of this in. I want the record to show 
that Senator Hunt, while he could not be present, did send his ad- 
ministrative assistant here. 
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There are two questions that were submitted. And if I may have 
these questions read—I will permit the counsel to read the questions, 
and then we will go back to you, sir. 

Mr. Forsyrue. Senator Hunt asked these questions: Mr. Barnes, 
how many applications for small-business loans have been submitted 
to the Denver regional office as of this date? 

Mr. Barnes. As of April 30, the total is 25 loans—25 applications, 
rather. 

Mr. Forsyrue. Twenty-five applications? 

Mr. Barnes. Yes. 

Mr. Forsyrue. That includes all States within that regional office? 

Mr. Barnes. Yes. 

Mr. Forsyrne. The other question in conjunction with that is, how 
many of the applications have been approved from the Denver regional 
oftice, either by the Denver office or by the Washington office ? 

Mr. Barnes. As of April 30, there had been 5 approved, and my 
recollection is that 2 have been approved since then. 

Mr. Forsyrue. How many were rejected ¢ 

Mr. Barnes. There were still pending 6 in Washington and 5 in the 
field as of April 3 

Mr. Forsyrue. Six in Washington and five in the field ? 

Mr. Barnes. Eight had been declined. 

Mr. Forsyruz. How many were withdrawn ? 

Mr. Barnes. One had been withdrawn. 

Mr. Forsyrue. If you have it there, I think it might be included 
here—the same information for the State of Wyoming only. 

The Cuarrman. I believe the chart that was given to us would con- 
tain just that. 

Mr. Wuirtock. That shows the number approved, how many were 
submitted, and how many pending, does it not ? 

The Cuatrman. I see. 

Mr. Barnes. For the State of Wyoming as of April 30, 4 applica- 
tions had been received, none had been withdrawn, 2 had been declined, 
1 had been approved, and 1 was pending. 

Mr. Wurriock. Thank you. 

Mr. Forsyrue. That is all. 

The CuatrMan. Senator Long. 

Senator Lona. I wanted to ask a few more questions. 

Assuming that this information is available to the public, if you 
could supply me with a summary of the actual applications that were 
made from Louisiana and the reasons why those were declined, I should 
appreciate that. You have referred to one that was granted. You 
might make mention of that, but I would like to have a summary of 
those turned down, because it does seem in my part of the country, 
particularly the State that I have the honor to represent, we have a 
very poor batting average. 

Mr. Barnes. Rather than put their names in the record —— 

Senator Lona. I donot care for it to be in this record. 

Mr. Barnes. We can have the files pulled and come up and discuss 
it with you. 

Senator Lona. That would be all right. Or else they could simply 
prepare a thumbnail summary. I do not have in mind going over all 
of this matter with them. I thought that a memorandum would be 
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satisfactory from you. It might be a dozen lines to give the reasons, 
and ge ner lly why it was dec lined. 

The Cnuairman. Yes. I will now leave to answer the call from the 
floor. And upon the conclusion of your questioning, the meeting will 
be recessed. 

(Short recess. ) 

Senator Lone. I am a little concerned about this experience matter. 
I assume that you are not much older than I am, Mr. Barnes. I am 
35. How old are you? 

Mr. Barnes. I will be 45 in the summer. I am now 44. I have just 
10 more years on you. 

Senator Lone. You are well preserved. You look younger than 
your age. 

Let me ask about this experience matter. I know a considerable 
number of young men in my age bracket who came out of the service, 
went into business, and were successful. Some, of course, failed. 

I have in mind the case of two young men who joined together to 
operate a sporting-goods store. Actually, there were three ‘of them. 
None ever had been in the sporting-g goods business before. One of 
them had been a football player; another one had been a very able 
plant employee in an oil refinery; another had done some work for his 
family who owned a general merchandise store back in their home 
town—something of that sort. 

None had had ¢ experience in the sporting-goods business. This was 
a venture in a fairly large city. Under the standards that you have 
here, I wonder if they would have been eligible for a small-business 
loan. 

Mr. Barnes. None of them had any experience? 

Senator Lone. None had ever been in the sporting-goods business 
before. 

Mr. Barnes. We would have concluded at least, unless they had 
some other similar experience with that type of business, they would 
not have had sufficient managerial experience to indicate that they 
could operate that business successfully, that they knew all of the 
elements of it. 

Senator Lone. There could be elements, conceivably, that would 
make the decision different. 

Mr. Barnes. Yes. 

Senator Lone. Relying upon the experience, if the other elements 
looked all right on your Item No. 2 here, you would have been almost 
compelled to conclude that they did not have sufficient experience to 
justify your making the loan? 

Mr. Barnes. That is right. I do not like to talk about hypothetical 
cases, but it is also possible that we would have declined the applica- 
tion, if it had come all the way in to us. If they had reopened the 
question, we would have indicated to them that better business judg- 
ment would call for having someone in the organization, not neces- 
sarily an owner, but someone else who had proven experience in that 
business. That does not mean the owner himself, necessarily. 

There have been loans that we have approved where the owner had 
been successful in another type of business, but someone as his No. 2 
man who had long years of experience or had proven ability in the 


particular field. 
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Obviously, you can rearrange the business if you are willing to, and 
we may have to decline a loan until the applicant indicates that he 
is willing to bring in the business judgment that he needs to have 
present to operate the business successfully. 

Senator Lone. Let me just give you another illustration of the 
kind of thing I have in mind. 

There were two brothers operating a filling station. They operated 
the filling station for a while, but, as always, it looked like the grass 
was greener on the other side of the street. 

There was a man next door who had a restaurant. 

They felt the hours would be much more pleasant running the 
restaurant than the filling station. So they traded—they traded the 
filling station for the restaurant, and they now want to expand and 
modernize their business. 

The nearest thing they have had to any experience in the restau- 
rant business was that one of them had worked on the training table 
when he was in college. You know what a college football training 
table is—they just put the food out on the table. There is no cost 
accounting or anything else involved—just a matter of putting the 
food in front of the boys, to see that they get plenty of steak and 
potatoes so that they can go out on the football field and play a good 
game. 

Under those circumstances, would this section 2 here bar them from 
obtaining the loan? There must be evidence that the applicant has 
the ability to operate the business successfully. 

Assuming that they had been successful in the filling-station oper- 
ation, would that satisfy the 1 requirements of section 2 that they would 
be sufficiently reliable or present sufficient evidence that they would 
succeed in the restaurant business ? 

Mr. Barnes. No, sir; it would not. They would have to have 
someone in the organization who knew enough about the operation of 
the restaurant business. It is very different. 

We would certainly encourage them to consider organizing the busi- 
ness in such a fashion that they would have someone there who knew 
the elements of the particular business they were going into. 

We are doing something else. In other words, we are ‘hs wing pre- 
pared with the Commerce Department certain capital requirement 
work sheets for use in determining capital needed to operate particu- 
lar types of businesses. You cannot start a business without having 
some of your own capital in it. 

There have been studies made of the various types of businesses that 
establish the ratio between capital needed—not credit, but capi- 
tal—to operate the business successfully. 

We will soon have those available in the field offices. 

If a man came in there and talked to our men in the field, we 
would give him one of these sheets, and suggest that he fill it out and 
then ascertain the ratio that is needed for that type of business activ- 
ity, and then decide for himself whether he had enough capital, as 
well as management experience. 

Senator Lone. You see now, in the case that I am interested in— 
in both cases—these young men succeeded. They did succeed i 
building their businesses. 

One of them was built on a family-financing basis. One of their 
mothers was willing to venture the family savings to these boys in 
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the sporting-goods store. They succeeded and later sold out. They 
were running a very successful business when they sold out. It is 
still today a very successful business in a fairly large city. 

In the other case, I must confess that in the neighborhood the 
practical judgment was that the boys would not make it when they 
decided that they wanted to leave the filling-station operation to go 
into the restaurant business, and yet they have had one of the most 
successful restaurants in the city. 

It does seem to me, if a person has very good character, and particu- 
larly if you have some reason to believe that he has succeded in what 
he has done up to that time, that he is perhaps worthy of a chance to 
succeed in something new. 

Mr. Barnes. He certainly is half-way up the ladder, and we would 
so regard him. If he failed miserably in the filling-station business, 
that would be an indication that he could not get along. 

Senator Lone. He was doing very well in the filling-station busi- 
ness. He did not like that kind of work and he wanted to quit it. The 
fact that he was successful in a different type of business would seem 
to me to be sufficient evidence at least to prevent him from being 
turned down on your Item No.2. In other words, I think that that is 
an element that should be considered. Ifa person cannot quite satisfy 
the letter of the sentence, I do not think that you should feel that he 
has to be turned down for that reason. It seems to me that you should 
say that here are considerations that we want to look into, and we 
wish to consider every one of these. However, if you cannot quite 
meet one of them, and you make a very good showing on others, you 
should not judge too harshly. Suppose he makes a very good showing 
on No. 1, has the very highest of moral character and that sort of thing, 
honor, integrity, and responsibility, and makes a very fine showing 
on Items 3, 4, and 5, then the fact that he cannot measure up to No. 2 
would seem to me to be an insufficient reason for turning him down, 
especially with your type of operation. 

Mr. Barnes. I did not mean to indicate that we treated them on any 
cold basis, that you have it or do not have it. Actually, invariably our 
man in the field has gone to bankers and business associates and the 
references that he has given, and has asked them: “Do you think he 
has the ability to carry on this business?” We try to find out from 
people who know him and are familiar with him, whether he can do it 
and do it successfully. 

Senator Lone. The reason I raised those points is that I have seen 
these cases where some bureau gets so completely hidebound on a 
regulation that they will not ov erlook a single word or try to give you 

any less liberal interpretation. I would certainly hope that when you 
look at this, at these considerations, that you would put them more in 
the light of considerations than requirements, because I do believe that 
you will find many cases where a man will succeed nevertheless. 

Mr. Barnes. We call them criteria, which means elements to be 
considered. 

Senator Lone. I have in mind this kind of a thing: Let us say that 
here is a young man of high moral character, dependability, honor, 
and this young fellow goes into business. Suppose he opens up a 
furniture store. He puts everything he has into it. He has been in the 
business for perhaps 4 or 5 months. “He finds that he just does not have 
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a big enough operation. If he hada larger inventory he could make it. 
And in looking at the situation, one could see that he just did not have 
the financial resources he needed when he started out. 

Against that kind of background, if there are other reasons to indi- 
cate that the person could succeed—and more capital certainly would 
assist greatly—I would hope that your policy would be such that it 
would be possible for him to obtain a loan from you. 

Mr. Barnes. I think it is. It depends, of course, on the type of 
business. Inventory financing is short term and usually bankers are 
anxious to make that kind of loans themselves. That is the type of 
credit they advance. 

We do not feel that ours is a cold rule-of-thumb method. We try 
to have a standard that we live up to, so that it can be applied fairly 
and applied to all people just alike, but that means we go into their 
backgrounds. We do not make character loans. They have got to 
have something else to support a loan besides their character, but their 
character and their proven ability in any line of activity certainly 
are elements to be considered. 

Senator Lone. I have certainly enjoyed this discussion. I am sorry 
that I have to go to vote. Perhaps we can discuss these matters a 
little bit further at a subsequent hearing. 

(A booklet submitted for the committee, entitled “Public Statement 
of Loan Policy; Explanation of Loan Procedures,” is as follows :) 


PUBLIC STATEMENT OF LOAN POLICY 
EXPLANATION OF LOAN PROCEDURES 


Small Business Administration, Washington 25, D. C., March 1954 


It is our resolute determination to help competent smali-business men of good 
character qualify for SBA financial assistance. If a loan will actually benefit 
the borrower, the community and the economy, our approach will be to make 
every effort to find a way in which the loan can be properly made. 

WENDELL B. BARNES, 
Chairman, Loan Policy Board, Small Business Administration, 


PUBLIC STATEMENT OF LOAN POLICY 


It is the policy of the Small Business Administration to assist reliable, capable 
businessmen operating small firms to secure necessary credit for constructive 
purposes on terms that will meet the borrower's individual requirements. 

The powers of the Small Business Administration in carrying out this broad 
policy are defined in the “Small Business Act of 1953” and the statements issued 
by the SBA Loan Policy Board. 

The purpose of this public statement of loan policy is to explain the SBA loan 
requirements. Answers to all questions which may arise on loan applications 
cannot be provided in this policy statement, but the intent is to answer those 
which are of major importance and which are most frequently encountered. 

All business loans made by the Small Business Administration or shared by it 
with private financial institutions must be to small business concerns. The Small 
Business Act of 1953 provides that a small business is one that is independently) 
owned and operated and which is not dominant in its field. The act also author- 
izes SBA, in making a detailed definition of ‘small business,” to use such criteria 
as number of employees and dollar volume of business. An applicant for an SBA 
loan must meet the small-business standards stated in the act, as well as the SBA 
criteria in regard to number of employees and annual dollar volume of sales. 

SBA loans should aid the defense program or essential civilian production, or 
should help to maintain a well-balanced national economy. Small manufac- 
turers, distributors, retailers, and many other types of small concerns may be 
eligible for SBA financial assistance. 
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Congress granted SBA the authority to extend financial assistance to small 
businesses in cases where the required credit was not available on reasonable 
terms from other sources. The agency cannot enter into competition with private 
lending institutions and proof of refusal of financial aid by banks or other such 
financial organizations must be furnished by an applicant before SBA can 
consider its application for a loan. 

A businessman operating a small firm needing credit should apply first to his 
bank. If the bank is unable to extend the credit as a bank loan, the banker may 
be able to make the loan by sharing it with SBA. If this is not possible, the 
businessman may then apply for the loan directly to an SBA office. 

The following practical credit requirements have been established for either a 
bank-SBA loan or a direct SBA loan: 

(1) The applicant must be of good character. 

(2) There must be evidence the applicant has the ability to operate his busi- 
ness successfully. 

(3) The applicant must have enough capital in the business so that with loan 
assistance from SBA it will be possible to operate on a sound financial basis. 

(4) As required by the Small Business Act of 1953, the loan shall be of such 
sound value or so secured as reasonably to assure repayment. 

(5) On a term loan—one repayable in installments over a period of several 
years—the past record as well as future prospects of the business must show 
sufficient probable income to provide required assurance of repayment. 

SBA may make loans to a single borrower up to $150,000 outstanding. 

The maturity of an SBA loan may range from several months to 10 years, 
depending on the purpose of the loan. For example, a loan to finance the proc- 
essing of Government contracts which will be completed in 6 months would be 
repaid during the period of the contract. On the other hand, on a loan to con- 
struct plant facilities the payments might be spread over 10 years. 

The Small Business Administration is a public agency using the taxpayers’ 
funds. The SBA, therefore, has an unusual responsibility as a lender. All loans 
approved must conform to the law, be for essential purposes, and be fully justified. 
Accordingly, certain types of loans and loans under certain circumstances will 
not qualify. 

For example: Assume that a businessman has a substantial net worth, includ- 
ing a sizable investment in good stocks and bonds. Among the properties he 
owns is a small manufacturing company. This company applies for an SBA 
loan. The loan would not qualify if the businessman could secure the credit 
elsewhere by using his securities. 

Another typical illustration: Assume the owner of a small company is facing 
failure because of unprofitable operations and is being pressed by his creditors. 
It appears that his business will fail and he will not be able to pay his obliga- 
tions. He applies for a loan to pay the creditors as this would seem to solve, 
temporarily, his pressing financial problems. This loan would not qualify be- 
cause it would benefit the creditors rather than the businessman applying for 
the loan. 

To illustrate further, if the proceeds of the loan will be used for speculation, 
the application will not be approved. Obviously taxpayers’ funds should not be 
loaned for speculation. 

Other circumstances under which SBA financial assistance cannot be pro- 
vided include the following: 

1. When the loan is to effect a change of ownership of a business, such as 
purchasing a going concern or buying a partner's interest. 

2. When the applicant is a nonprofit institution. 

3. When the purpose of the loan is to finance recreational or amusement 
facilities. 

1. When the applicant is a newspaper, magazine, radio broadcasting or tele- 
vision broadcasting company or similar enterprise. 

5. When a substantial portion of an applicant’s gross business is derived 
from the sale of alcoholic beverages. 

6. When any part of an applicant’s gross income is derived from gambling. 

While there are other circumstances under which the loan application will 
not qualify for SBA financial assistance, such cases are only a very small per- 
centage of all applications received. 

It is the policy of the Small Business Administration to make loans that will 
actually help the borrower to operate his business successfully. 

However, it is pertinent to point out that any lending program alone cannot 
make small concerns successful. A certain minimum amount of the owner’s funds 
is essential in every business. Credit cannot be a complete substitute for capital. 
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A loan, no matter how liberal, cannot supply the experience and “know-how” 
necessary to operate successfully in a highly competitive market. 

The greatest disservice that a lender can do an honest businessman is to 
make a loan that the borrower is unable to repay. Such a loan destroys the 
most valuable assets of a businessman—his good reputation and his credit. 

A loan that merely enables a small company to stand off its creditors and 
postpone the day of reckoning is unfortunate for all concerned. 

Loans that enable incompetent operators to continue in business at a loss 
hurt all of the successful small concerns in a similar line of business in that 
community. 

While liberal credit may seem to be the easy solution of a pressing financial 
problem—credit immediately creates debt and excessive debt can become an 
unbearable burden to a small company; in fact, all small firms that go into 
bankruptcy secured more credit than they were able to repay. 

In establishing a proper loan policy, the fact must be faced that there are 
limitations on what credit can and cannot do. 

It is our resolute determination to help competent small-business men of good 
character qualify for SBA financial assistance. If a loan will actually benefit 
the borrower, the community, and the economy, our approach will be to make 
every effort to find a way in which the loan can be properly made. 

Approved by Loan Policy Board of the Small Business Administration: Wen- 
dell B. Barnes, Chairman, Administrator, Small Business Administration ; 
George M. Humphrey, Secretary of the Treasury; Sinclair Weeks, Secretary 
of Commerce. 

EXPLANATION OF LOAN PROCEDURES 


Initial procedure before filing loan application 

It is the mission and desire of the Small Business Administration to assist 
small-business concerns with their financial problems, including the provision 
of credit when required for their economic growth and well-being. 

SBA is prepared to provide expert counseling, advice, and active aid to small 
enterprises with their financial, management, production, and other problems, as 
well as assistance in obtaining Government contracts. Financial assistance can 
be made available by SBA to those firms which qualify under the terms of the 
Small Business Act of 1953 and the provisions of the Public Statement of Loan 
Policy. 

The SBA is not in competition with banks or other private sources of credit and 
is authorized to make loans to business enterprises only when the financial as- 
sistance applied for is not otherwise available on reasonable terms. It is, there- 
fore, necessary that the applicant first see his banker or other financial institu- 
tion in his locality before making application to SBA and be able to show that 
every effort has been made to obtain the needed financial assistance from private 
sources. 

If the entire financial requirement is not available from a pank vr other private 
source, the applicant must ascertain whether a bank is willing to make a loan on 
condition that SBA agrees to purchase a participation. Where the bank is will- 
ing to make the loan if SBA agrees to participate in it, the SBA participation 
may be immediate or may be deferred until some future date as the bank may 
determine. In both types of participation agreements, the applicant generally 
receives disbursements of the authorized loans from the bank and makes all 
repayments to the bank. If the bank or other financial institution will not make 
a loan either directly or in participation with SBA, proof that the credit is not 
available from private sources should accompany the application to SBA, usually 
in the form of letters from the financial institutions contacted. 


How to apply for a loan 


If a bank or other financial institution will make a loan conditioned on SBA 
purchasing a deferred participation the applicant files with the bank its ap- 
plication and necessary supporting data, and the bank applies to SBA for the 
participation agreement. The applicant need not make any application to SBA. 

However, if the bank agrees to make the loan, conditioned on SBA purchasing 
an immediate participation, the applicant must file an application on SBA Form 4 
at the SBA office serving the territory in which the applicant’s home office is 
situated. The same procedure must also be followed if the bank is unable to 
make a loan on any basis and a direct loan is desired from SBA. In either case, 
while it is not required that the application be presented in person, it is always 
desirable for the applicant to discuss his situation personally, when possible, 
with an SBA financial expert. 
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Regional and branch offices of SBA are situated throughout the United States. 
(SBA field offices are listed, starting on p. 8.) Information and appropriate ap- 
plication forms may be obtained by writing or calling on the nearest SBA office. 
No charge is made for information and counsel furnished by SBA in connection 
with the preparation and filing of an application or for other assistance with 
financial management problems. 

Processing period 

The time required to get a decision on a loan application varies. It is affected 
by such things as the number of applications pending in the SBA offices at the 
time the application is filed, the care with which the application has been pre- 
pared by the applicant, the completeness of the information furnished, and the 
amount of work necessary to examine the elements required for fair and 
proper consideration of the application. Procedures have been established to 
consider applications without delay. For uniform consideration, final action on 
loan applications is taken in the SBA Washington office; however, no time is 
lost in transmittal since every regional office is within 1-day airmail service. 

Generally, applications for deferred participation loans with banks can be 
acted upon more quickly by SBA than other type loans because the banks have 
completed most of the credit investigation needed before the application is sub- 
mitted to SBA. 


Amount of loan 


The amount which may be borrowed from SBA depends upon how much is re- 
quired to carry out the purpose for which the loan is needed. The Small Busi- 
ness Act of 1953, however, has fixed a maximum of $150,000 which SBA can have 
outstanding or committed to a borrower. This limit applies to the SBA share 
in a participation loan as well as to a direct SBA loan. 


Interest rates 


The SBA Loan Policy Board has set an interest rate of 6 percent per annum 
for direct loans. In all loans in which the SBA participates with a bank or other 
lending institution, the rate of interest may be fixed by the lending institution, 
provided that the rate is not less than 5 percent per annum on the SBA share of 
the loan. Interest is not deducted at the time the loan is made, but is payable 
when the loan or an installment of the loan is due. Interest is charged only on 
the actual amount borrowed and for the actual time the money is outstanding. 


Repayment 


Generally, loans are made on an amortized repayment plan. That means 
they are repayable in regular installments, usually monthly, including interest 
on the unpaid balance. All or any part of the loan may be repaid before it is 
due if the borrower is able and wishes to do so. 

The term of the loan is determined by SBA, but cannot extend beyond 10 
years. 

Collateral requirements 

The Small Business Act requires that all business loans made under the act 
be of such sound value or so secured as reasonably to assure repayment. There- 
fore, the available collateral must be of such character and amount that, con- 
sidered in connection with the integrity and ability of the management, past 
and prospective earnings, etc., repayment of the loan will be assured. 

Collateral may consist of one or more of the following: Mortgage on plant 
and equipment; assignment of warehouse receipts for marketable merchandise 
stored in satisfactory warehouses; assignment of certain types of contracts; 
a mortgage on chattel; or in some instances, assignment of current receivables. 
Ordinarily, a pledge of mortgage of inventories will not be regarded as satis- 
factory collateral unless stored in a bonded or otherwise acceptable warehouse. 
Compensation for services 

An applicant may, subject to SBA approval, pay actual and reasonable costs 
incurred in connection with the preparation of the loan application, including 
such items as compensation for services rendered by attorneys, appraisers, and 
accountants. In no event, however, may fees or commissions be paid for obtain- 
ing the loan from SBA or from a lending institution which participates with 
SBA in making the loan. 
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Loan closing 

If a direct or participation loan is approved by SBA, the regional office in the 
applicant’s area is immediately notified by wire and a formal loan authorization 
is prepared and forwarded to the applicant. This authorization is not a con- 
tract or a loan agreement, but rather sets out the conditions to be met by the 
borrower before the loan funds will be disbursed. When the borrower is pre- 
pared to meet these conditions, a closing date is set at which time all notes, mort- 
gages, assignments, and other required documents are executed. The authoriza- 
tion then becomes a contract and disbursement of the loan is made by check, 
either immediately or as required by the applicant. 

Speedy closing of a loan, after formal authorization has been issued, depends 
largely upon the borrower and the time he requires to comply with the terms 
and conditions of the authorization. SBA is prepared to handle loan dis- 
bursements simultaneously with the loan closing. 


SBA REGIONAL AND BRANCH OFFICES 


Region 1—Boston, Mass.—Covering Maine, New Hampshire, Vermont, Rhode 
Island, Massachusetts, and Connecticut (except Fairfield County) : Small Busi- 
ness Administration, 40 Broad Street, Boston 9, Mass. Phone: Hubbard 
2-6200 Ext. 96. 

Branch office—Hartford, Conn.: Small Business Administration, Arch Street 
Building, 70 Arch Street, Hartford, Conn. 

Region II—New York, N. Y.—Covering New York, Fairfield County, Connecti- 
cut, and New Jersey, except the following counties: Atlantic, Burliagton, Camden, 
Cape May, Cumberland, Gloucester, Mercer, Ocean, and Salem: Small Business 
Administration, 2 Park Avenue, 12th Floor, New York 16, N. Y. Phone: Murray 
Hill 5-5900. 

Branch office—Buffalo, N. Y.: Smal) Business Administration, 121 Ellicott St., 
U. S. P. O. Bldg., Room 507, Buffalo 8, N. Y. Phone: Madison 5972. 

Region III—Philadelphia, Pa——Covering Pennsylvania, Delaware and the fol- 
lowing counties of New Jersey: Mercer, Ocean, Burlington, Camden, Gloucester, 
Atlantic, Salem, Cumberland, and Cape May: Small Business Administration, 
1015 Chestnut Street, Room 1118, Philadelphia 7, Pa. Phone: Walnut 2-8770 
Ext. 380. 

Branch office—Pittsburgh, Pa.: Small Business Administration, 1019 Clark 
Building, 717 Liberty Avenue, Pittsburgh 22, Pa. Phone: Grant 1-5370 Ext. 398. 

Region IV—Richmond, Va.—Covering Virginia, District of Columbia, Mary- 
land, North Carolina, and West Virginia: Small Business Administration, 
Southern States Building, 7th and Main Streets, Richmond 19, Va. Phone: Rich- 
mond 3-3561. 

Branch offices—Baltimore, Md., and Charleston, W. Va.: Small Business Ad- 
ministration, Calvert Building, Room 307, Fayette and St. Paul Streets, Balti- 
more, Md. Phone: Plaza 2—8460 Ext. 480. 

Small Business Administration, Berman Building, Rooms 103-103B, 612 Vir- 
ginia Street, Bast, Charleston, W. Va. 

Region V—Atlanta, Ga.—Covering Georgia, Alabama, Florida, Mississippi, 
South Carolina, Tennessee, Commonwealth of Puerto Rico and the Virgina 
Islands: Small Business Administration, Peachtree Seventh Building, Room 263, 
50 Seventh Street NE., Atlanta, Ga. Phone: Elgin 3311 Ext. 5506. 

Branch offices—Birmingham, Ala., and Nashville, Tenn. : 

Small Business Administration, 202 Social Security Building, 3d Avenue and 
23d Street, Birmingham, Ala. Phone: 53-3421 Ext. 200. 

Small Business Administration, United States Courthouse, 8th Avenue and 
Broad Street, Room 663, Nashville, Tenn. Phone: 42-9651 Ext. 779. 

Region VI—Cleveland, Ohio—Covering Ohio, Kentucky, and Michigan: Small 
Business Administration, Ferguson Building, Room 248, 1783 East 11th Street, 
Cleveland 14, Ohio. Phone: Cherry 1—7900 Ext. 580. 

sranch Offices.—Cincinnati, Ohio, and Detroit, Mich. : 

Small Business Administration, Federal Building, 440 Walnut Street, Cincin- 
nati 1, Ohio. Phone: Dunbar 2200 Ext. 359. 

Small Business Administration, Federal Building, Room 620, 231 West 
Lafayette Boulevard, Detroit 26, Mich. Phone: Woodward 3—9330 Ext. 517. 

Region VII—Chicago, Ill.—Covering Illinois, Indiana, and Wisconsin: Small 
Business Administration, 226 West Jackson Boulevard, Room 1402, Chicago 6, 
Ill. Phone: Andover 3-3600 Ext. 355. 
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Branch Offices—Indianapolis, Ind., and Madison, Wis. : 

Small Business Administration, 521 Federal Building, Indianapolis, Ind. 
Phone: Market 1561 Ext. 536. 

Small Business Administration, Woolworth Building, 105 Monona Avenue, 
Madison, Wis. Phone: Madison 6—-2696. 

Region VIII—Minneapolis, Minn.—Covering Minnesota, Montana, North 
Dakota, and South Dakota: Small Business Administration, 220 Minnesota 
Federal Building, Marquette Avenue at Sixth, Minneapolis 2, Minn. Phone: 
Main 3244; Nestor 2541. 

Branch Office—Helena, Mont.: Small Business Administration, 416 Power 
Block, Last Chance Gulch, Helena, Mont. Phone: 4944. 

Region IX—Kansas City, Mo.—Covering Missouri, Iowa, Kansas, and Ne- 
braska: Small Business Administration, Federal Office Building, Room 1402, 
911 Walnut Street, Kansas City 6, Mo. Phone: Baltimore 7000, Extension 8-765. 

Branch offices—Davenport, lowa, Omaha, Nebr., and St. Louis, Mo.: 

Small Business Administration, Putnam Building, Room $13, 215 Main Street, 
Davenport, Iowa. Phone 2—1765. 

Small Business Administration, Federal Office Building, Room 209, 15th and 
Dodge Streets, Omaha 2, Nebr. Phone: Jackson 7900 Extension 692. 

Small Business Administration, New Federal Building, Rooms 924-928, 1114 
Market Street, St. Louis 1, Mo. Phone: Main 8100 Extension 2191. 

Region X—Dallas, Tex—Covering Texas, Arkansas, Louisiana, and Okla- 
homa: Small Business Administration, 1114 Commerce Street, Dallas 2, Tex. 
Phone: Sterling 5611 Extension 2248. 

Branch officés—Houston, Tex.; New Orleans, La., and Oklahoma City, Okla.: 

Small Business Administration, Federal Office Building, Room 306, Fannin 
and Franklin Streets, Houston 2, Tex. Phone: Capitol 7201, Extension 044-045. 

Small Business Administration, Masonic Temple Building, Room 718, 333 St. 
Charles Street, New Orleans 12, La. Phone: Canal 3481, Extension 51. 

Small Business Administration, Insurance Building, Room 712, 114 North 
Broadway, Oklahoma City, Okla. Phone: Regent 6—5601, Extension 226. 

Region XI—Denver, Colo., covering Colorado, New Mexico, Utah, and Wyoming: 
Small Business Administration, New Customhouse, Room 235, 19th and Stout 
Streets, Denver 2, Colo. Phone: Keystone 4151, Extension 8298. 

Region Xil—San Francisco, Calif., covering all counties of California not 
covered by the Los Angeles office (region XIV) ; the State of Nevada, except Clark 
County, and the Territory of Hawaii: Small Business Administration, Flood 
Building, Room 1248, 870 Market Street, San Francisco 2, Calif. Phone: Klon- 
dike 2-2350, Extension 69238. 

Region XIII—Seattle, Wash., covering Washington, Idaho, Oregon, and the 
Territory of Alaska: Small Business Administration, Burke Building, 905 Second 
Avenue, Seattle, Wash. Phone: Mutual 3300, Extension 1205. 

Branch office—Portland, Oreg.: Small Business Administration, Old United 
States Courthouse, 520 Southwest Morrison Street, Portland 4, Oreg. Phone: 
Broadway 8471. 

Region XIV—Los Angeles, Calif, covering Imperial, Inyo, Los Angeles, Orange, 
Riverside, San Bernardino, San Diego, Santa Barbara, and Ventura Counties of 
California ; Clark County, Nev., and the State of Arizona: Small Business Admin- 
istration, 117 West Ninth Street, Suite 711, Los Angeles 15, Calif. Phone: 
Prospect 4711, Extension 316. 

Branch office—Phoenix, Ariz.: Small Business Administration, Ellis Building, 
37 North Second Avenue, Phoenix, Ariz. 


(Whereupon, at 5:25 o’clock p. m., the hearing was adjourned.) 
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(The Small Business Administration furnished the following information to 
the committee in accordance with the chairman’s suggestion in order to make 
the record more complete with respect to the nonlending activities of SBA.) 


JOINT DETERMINATION PROGRAM 


The Small Business Administration’s joint determination program is designed 
to increase the small-business share of Government procurement by restricting 
for competitive bidding among small firms all or a percentage of the military 
procurements suitable for award to them. To accomplish this objective, the 
SBA has strategically located representatives where they may screen unclassi- 
fied purchases in 31 major military purchasing offices. 

Criteria used in determining which procurement offices shall be covered by 
SBA representatives are (1) volume of purchases, and (2) suitability of items 
purchased for manufacture by small business. Thus, SBA representatives are 
stationed in procurement centers on the basis that a center’s purchases must 
total at least $50 million for each man committed and that an adequate percentage 
of its total procurement must be suitable for award to small firms. In some 
instances, 1 SBA representative covers 2 or more offices whose combined yearly 
purchases exceed $50 million. 

The 31 military procurement offices now covered by SBA representatives are 
attached. Present plans provide for coverage of the following additional offices: 
Rock Island Arsenal, Rock Island, Ill., and 832d Air Force Depot, Topeka, Kans. 

The detailed results of the joint determination program from August 1, 1953, 
when this agency came into existence, to March 14, 1954, are presented in the 
table below: 


Vumber and dollar value, from Aug. 1, 1953, through Mar. 14, 1954 








Joint determinations Army Navy Air Force Total 
Number initiated by SBA 459 453 182 1, 094 
Estimated value $81, 435, 375 $69, 783, 535 | $117, 288, 297 $268, 507, 207 
Number rejected by the military 113 72 32 217 
Estimated value $23, 079, $15, 845, 809 $62, 046, 554 $100, 971, 590 
Number agreed to by the military 375 142 850 
Estimated value $54, 446, 423 $53, 366, 961 $54, 759, 828 $162, 573, 212 
Number later withdrawn by military 31 10 9 50 
Estimated value $11, 874, 263 $627,774 | $17, 806, 870 $30, 308, 907 
Number procurements awarded !__. 110 155 1! 276 
Actual value $13, 202,437 | $18, 416, 735 $776, 158 $32, 395, 330 


1 These awards have resulted in 454 contracts to small firms. 


The sizable difference between joint determinations agreed to and contracts 
awarded as the result of SBA joint determinations is due to the time lag between 
joint agreement and the actual contract award by the procurement agency. 

SBA representatives have reported that awards from joint determinations 
initiated under the Small Defense Plants Administration amounted to $34,773,- 
309 for the period August 1, 1953, through March 15, 1954. These awards re- 
sulted in 538 contracts for small firms. 

SBA representatives at the various procurement centers have found that there 
are sufficient sources of supply for some items of military procurement. To cor- 
rect these conditions, SBA has an active program of securing additional small 
suppliers for specific items. 

Following is a list of military procurement offices covered by SBA repre- 
sentatives: 
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ARMY 


Rocky Mountain Arsenal Procurement Office, Chicago, Il. 
Chicago Procurement Office, Corps of Engineers, Chicago, II. 
New York Chemical Procurement District, New York, N. Y. 
Philadelphia District Office, Corps of Engineers, Philadelphia, Pa. 
Ordnance Ammunition Center, Joliet, Joliet, Ill. 

Joliet Arsenal, Joliet, III. 

Ordnance Tank Automotive Center, Detroit, Mich. 

Springfield Armory, Springfield, Mass. 

Watertown Arsenal, Watertown, Mass. 

New York District Office, Corps of Engineers, New York, N. Y. 
Chicago Quartermaster Market Depot, Chicago, Il. 
Headquarters, Quartermaster Market Center System, Chicago, III. 
New York Quartermaster Procurement Office, New York, N. Y. 
Signal Corps Procurement Agency, Philadelphia, Pa. 

Frankford Arsenal, Philadelphia, Pa. 


NAVY 


Aviation Supply Office, Philadelphia, Pa. 
gureau of Ordnance, Washington, D. C. 
Bureau of Aeronautics, Washington, D. C. 
Bureau of Ships, Washington, D. C. 

Electronic Supply Center, Great Lakes, Ill. 

Naval Supply Depot, Great Lakes, III. 

Navy General Stores Supply Office, Philadelphia, Pa. 
Navy Purchasing Office, New York, N. Y. 

Navy Purchasing Office, Washington, D. C. 

United States Marine Corps, Arlington, Va. 


AIR FORCE 


Gentile Air Force Depot, Dayton, Ohio 

Rome Air Force Depot, Rome, N. Y. 
Warner-Robins Air Force Depot, Macon, Ga. 
Wright-Patterson Air Force Base, Dayton, Ohio 
Wilkins Air Force Depot, Shelby, Ohio 


JOINT 
Armed Services Medical Procurement Center, Brooklyn, N. Y. 
SUBCONTRACTING 


The Small Business Administration is attempting to increase the number and 
dollar value of subcontracts awarded to small business by a program in its field 
offices of referring small firms to interested prime contractors. During the 
period August 1, 1953, through February 28, 1954, Small Business Administration 
field personnel made 1,391 visits to prime contractors and received 3,372 requests 
from them for small subcontractors. SBA field personnel made 2,194 visits to 
small firms to obtain first-hand, on-the-site information on the type and number 
of machines and equipment capable of doing specified subcontract work, and 
made 6,448 referrals of small-business men to holders of prime contracts. Actual 
results as to the number and dollar amounts of subcontracts awarded to small 
firms as a result of these efforts are difficult to record, as small firms generally 
fail to report their subcontracts to SBA field offices. 

We have an excellent subcontracting arrangement with the Atomic Energy 
Commission. For example, during the month of February 1954, AEC prime con- 
tractors furnished our regional offices with 702 invitations for bids for which 
additional suppliers were needed ; 1,567 referrals were made to subcontractors on 
these particular opportunities. Again, the actual results of this activity are 
impossible to obtain. However, during that period, the AEC prime contractors 
awarded 868 subcontracts to small manufacturers in the amount of approximately 
$4 million. 

An expanded program in the field of subcontracting is just now getting under 
way. With the decline in defense spending, it is most essential that every pos- 
sible subcontracting opportunity be given to qualified small manufacturers. 
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Our present plans call for dissemination of the subcontracting potential on major 
contracts which are let at the procurement installations where this Administra- 
tion has stationed representatives. These representatives will furnish appro- 
priate regional and branch offices throughout the country with detailed informa- 
tion as quickly as it becomes public information. Generally speaking, we can 
in most cases furnish leads to small manufacturers well in advance of any 
procedure now being used. 


MANAGEMENT EDUCATION AND TRAINING 


The purpose of this new program is to determine through research, experiment, 
and observation, the best techniques and procedures for training top management, 
supervisory personnel and other employees of small firms; in developing economi- 
cal means whereby smaller firms can secure sound counseling on management 
and technical problems; and to coordinate the vast volume of management and 
technical research completed annually but not commonly known to be available 
to the smaller firms. 

This information, sources of assistance and experience must be presented to the 
owners of small firms in such a manner that they will see its value and make use 
of it through the facilities of university business schools and engineering col- 
leges, State and city educational systems, trade associations and chambers of 
commerce, public and private research and testing laboratories, and other fact- 
producing groups. 

It is not contemplated that SBA will conduct any courses, carry on any original 
research itself, or foster within its own organization a large program of 
counseling. 

Phases of the program 

1. Training programs with university schools of business and evening colleges: 
Adult training is already being carried on in this field sometimes with emphasis 
upon small business, but too often on the same general basis as undergraduate 
training, over too long a period of time, and in a somewhat impractical method. 
The purpose here is through experiment and trial, developing methods which are 
broadcast for widespread voluntary use. 

2. Training programs with university engineering colleges: Same purpose as 
No. 1 except that training would apply to shop operation, inventions, new prod- 
ucts, uses of new materials and alloys, 

3. Training programs with distributive, trade, and industry educational per- 
sonnel, whose programs are finaneed jointly by the Federal and State govern- 
ments. This group works primarily with the employees of smaller firms, often 
through the city and county school systems. 

4. Training programs within specific trades and industries developed by trade 
associations and other business groups. An increasing number of trade asso- 
ciations and business papers would develop and promote training programs 
provided appropriate methods and procedures were presented to them. 

5. Counseling on management and technical problems: Such a program was 
initiated by the administrator in Nashville in cooperation with the University 
of Tennessee, and the SBA Richmond office is conducting an experimental pro- 
gram in their region. The purpose is to provide expert but economical centers 
where the operator of a small business can go for assistance on specific problems. 

6. A great deal of management and technical research is completed every year 
by university research agencies and personnel, public and private organiza- 
tions concerned with business management generally, and within specific trades 
and industries. By bringing this information together periodically, organizing 
it, and widely publishing the results, small business can make use of it, usually 
at little or no cost at all. 

SURPLUS-LABOR AREAS 


The assistance rendered by the Office of Procurement and Production Assist- 
ance to areas and communities having surplus-labor problems falls into two 
general categories: (a) Assistance in obtaining Government contracts, and (b) 
assistance in obtaining or expanding small businesses in order to diversify and 
stabilize the economy of the community having the surplus labor. 

Regarding procurement assistance, SBA industrial and production specialists 
survey existing small plants in labor-surplus areas to determine the kind of 
procurement suitable for plants in the community, and review procurement lists 
of items normally purchased by the Government to advise the small businesses 
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the manner in which they may be placed on the bidders’ lists for the proper 
procurement items. Top priority is given in SBA regional offices to referring 
current Government procurements to the areas. 

In addition to the above, SBA regional offices advise the Office of Procure- 
ment and Production Assistance of those small firms in labor-surplus areas 
that are interested in and qualified to manufacture new products, so that lists 
of such products may be developed in the Office of Procurement and Production 
Assistance. 

Regarding efforts to assist communities in stabilizing the local economy, the 
Office of Procurement and Production Assistance is now engaged in a study 
of methods used successfully by communities in the recent past in analyzing 
their own resources, presenting them in the most convincing manner, and in 
making contact with businesses and individuals who might be interested in 
moving into or expanding within the surplus-labor areas. The project is now 
in process of development, and has progressed to the point where information 
on the principles and procedures which have been found effective through first- 
hand study in the field is nearing readiness for dissemination to those com- 
munities requesting assistance. Guidance will be offered on the methods of 
making surveys, on the establishment of local industrial development groups, 
on where likely prospects may be found, and on other general aspects of the 
problem. 

The Office of Procurement and Production Assistance operates on the principle 
that the objective of SBA is to furnish guidance and counsel and definitely avoid 
engaging in the actual operations. This is left to the communities themselves. 
They are advised clearly that SBA cannot engage in persuading industries to 
move from one community to another, nor can it engage in the actual contact 
work which must be done by a small community in attempting to solve its 
surplus-labor-area problem. 


MANAGEMENT AND TECHNICAL PUBLICATIONS 


The expansion of the management and technical publications program is based 
on the increasing number of publications issued month after month, the increas- 
ing interest in each one as it becomes better known and more widely distributed, 
the lack of balance between our peacetime services to manufacturers and dis- 
tributors and the desirability of increasing management assistance to the dis- 
tributors, the addition of a products program and the publications and services 
called for, and the addition of a new business education program making maxi- 
mum use of established educational institutions and facilities for the training 
of owners of small businesses and calling for close cooperation with all groups 
qualified to train small-business management. 

The program contemplates the following publications: 

1. Management Aids for Small Business—Publication of 26 a year as is 
presently being done. 

2. Management Aids for Small Distributors—New publication of 26 a year 
on the same basis as now used for Management Aids. 

3. Small Business Management Series—SBA is now issuing an average of 
seven booklets in this series each year. It is proposed to increase this number 
to 12 a year. 

4. Technical Aids for Small Business—Continue to publish 26 a vear. 

5. Small Business Technical Series—The new series concerned with broad 
technical problems such as fire prevention, inventions, new metals and alloys: 
issue Six a year. 

6. Establishing and Operating Series—Currently 438 titles; all badly out of 
date and for which the current demand is enormous. Propose to reissue 10 
the first year and others as rapidly as possible. 

7. New Product and miscellaneous publications—10 booklets. 

8. Management Information Sources—To be used on a monthly basis to pro- 
vide descriptive list of public and private source material of interest and use to 
owners of small firms. 

PRODUCTS ASSISTANCE 


Small business firms experiencing the impact accompanying a shift from a 
very high level of defense spending to lower though still substantial levels have 
sought counsel and information from the SBA on civilian products, including 
new products adapted to their plant operations. 
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The Small Business Administration is undertaking in a modest way to 
meet these requests of small business concerns. In this connection, this ad- 
ministration has recently established a program of technical and managerial 
counsel to aid small business concerns in locating and developing new and im- 
proved products. 

This is a positive step forward to help small business meet difficulties ex- 
perienced in dealing with rapidly changing production and marketing problems. 

Through this program, SBA will provide a clearing house where a small firm 
can obtain information on products assistance 

This SBA activity would be a part of the present operations of the 14 regional 
field offices. An SBA production or industrial specialist located at the field office 
would counsel with the small-business concern with respect to problems of 
operations related to a new product enterprise and ways and means of enabling 
small business to keep abreast of technical developments and maintain a profit- 
able operation. 

When a small firm seeks products assistance the field office will counsel with 
the firm and determine the scope of action required and problems involved. If 
the case involves location of products, the field will utilize the resources of SBA 
which includes resources of other Government and non-Government groups, to 
locate one or several products that would meet the needs or requirements of 
the concern. 

Once the concern has evaluated such product or products and has reached on 
its own a decision to go ahead, then if further technical assistance and advice 
are required, the firm will be counseled to obtain the services of a professional 
engineer, marketing adviser, or such other technician as may be needed. 

Where difficult and complicated technical and managerial problems are en 
countered by the field office, the products assistance case will be referred to 
Washington for analysis and recommendations. The Washington office will uti- 
lize services of other Government agencies and non-Government organizations in 
developing such recommendations. The case will then be returned to the field 
with these recommendations, and the field will carry out the closing actions. 

In recent months many new products have been placed on the market. Some 
have been developed by Government research or through Government encouraged 
and financed research connected with defense production. 

Government-owned patents resulting from such research are one very valu- 
able source of new products. These patents cover some 20,000 patented inven- 
tions which the Government owns or in which it has an interest. These patents 
can be obtained by any small concern without charge. If a small business is 
interested, they should get in touch with the SBA field office serving their locality. 
These patents are on a license, royalty-free basis. The SBA field office can 
give full details on what they are and how they can be obtained. 

Time will not permit examples of these Government-owned, license-free pat- 
ents. They cover a wide range of new products in practically every field of 
agriculture and industry. They include patents on food products, plastics, elec- 
tronics, machine tools, chemicals and chemical processes, and many others. 

SBA is also tapping other sources of new products that are available on a 
royalty-fee or other license-fee arrangement. Some 60,000 such patents are 
available to small business through the Register of Patents Available for License. 
General information on these privately owned inventions is available at the local 
SBA field office. 

A substantial number of products assistance inquiries are being received at 
various field offices. However, in order to develop and test long-range detailed 
operating procedures before carrying out this program on a more general scale, 
two regional test programs have been put in operation, one in Boston, Mass., 
the other in Philadelphia, Pa. From the experience gained in these pilot pro- 
grams, the practical operations and know-how will be obtained which will be 
made available to the other regions for guidance in handling this kind of 
small-business inquiry. 

The program is designed specifically to aid only those small-business concerns 
that call at the SBA field office seeking this type of assistance. When other 
Government agencies, e. g., Department of Commerce field offices and SBA field 
offices are located in the same city, the SBA field office utilizes the basic 
information resources of the other Government agencies. 

This SBA program provides an essential service to small business of America 
under the authority of the Small Business Act of 1953, as amended. 
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OTHER PROGRAMS CARRIED ON IN THE PRODUCTION AND PROCUREMENT FIELD 


Referral program in Small Business Administration regional and branch offices 

SBA regional and branch offices notify competent small concerns in their 
respective regions of Government purchases suitable for award to small business. 
The notifications are the result of joint determination information furnished 
by SBA procurement center representatives in the form of bid sets or teletype 
communications, as well as other procurement information coming to the atten- 
tion of SBA offices. 

During the period from August 1, 1953, through February 28, 1954, 53,144 
notifications were made to qualified concerns by regional and branch offices. 

This SBA program results in competent small firms learning of and bidding 
on specific purchases which they can supply. It also results in increased compe- 
tition for contracts and a broader base of supply. 

Specifications assistance 

The SBA has provided small firms with diversified assistance in the field of 
specifications. For instance, this agency maintains and distributes the Speci- 
fications Directory, which is a guide to the location of Government activities and 
depository libraries where businessmen may refer to Federal and military speci- 
fications and standards and the various published indexes of specifications. 

It also has provided in the SBA field offices and the Washington headquarters 
a four-volume reference set of the current civilian and military standard speci- 
fications on packaging and packing determined to best serve the needs of small 
firms. These reference sets were developed after a comprehensive survey estab- 
lished the fact that the placing of reference sets of packaging specifications in 
SBA field offices would be of invaluable assistance to both small firms which 
had failed to receive such specifications with invitations for bid, and to those 
seeking for the first time to sell their products to the Government. 

Government procurement manual 

This SBA reference manual is a detailed guide to “Who Buys What in the 
Federal Government.” It lists items and major classes of items alphabetically, 
gives locations of Federal purchasing offices throughout the country and indi- 
cates what items each office buys. It also tells how to get on bidders lists. 
The comprehensive guide to Federal purchasing has been supplied to SBA 
regional and branch offices, Department of Commerce field offices, military small 
business specialists, Federal civilian purchasing offices, and to public interest 
groups such as chambers of commerce, banks, libraries, etc., who have agreed 
to make it available to interested businessmen on a reference basis. 

This manual has been revised to bring it up to date with recent changes in 
Federal purchasing assignments and locations. It has been sent to the Govern- 
ment Printing Office for printing. When printed, it will be offered for public sale 
through the facilities of the Government Printing Office under the title “United 
States Government Purchasing Directory.” 

Counseling and assisting small business in selling to the Government 

Extremely important functions performed by this agency in helping small 
firms to sell to the Government are: (1) Making available all possible informa- 
tion regarding military and civilian Government procurement opportunities; (2) 
providing counsel regarding procedures to be followed in selling to Federal 
agencies, and (3) providing spot assistance and intercession with Government 
procurement offices where necessary for small firms bidding on Government 
purchases. 

Definite examples of assistance which the Small Business Administration pro- 
vides for small business are: 

1. Intercedes for small firms having difficulties with procurement offices. 

2. Advises small firms of the necessary procedure for getting their products 
on qualified products lists. 

3. Instructs small firms as to bidding technicalities in both advertised and 
negotiated procurements. 

4. Assists small firms in obtaining prints and specifications. 

5. Initiates action on certificates of competency to assure that competent 
small low bidders whose financial or production ability is questioned to receive 
the award. 

6. Furnishes information regarding major prime contractors for possible 
subcontract work. 





SMALL BUSINESS ADMINISTRATION LOAN POLICY o 


“J 


7. Provides a library of packaging specifications in SBA regional and branch 
offices for the convenience of small firms. 

8. Advises small firms of purchasing offices which need additional suppliers 
for specifically described items. 

9. Screens previous bid and award data in order to help new suppliers quote 
on future procurements. 

10. Instructs interested firms on the method of securing samples of items up 
for purchase. 

11. Makes preaward surveys of small firms which are low bidders when asked 
to do so by procurement officials. 


Production pools 


Many small companies feel their possibilities of obtaining defense contracts 
are enhanced if they group themselves into production pools. Since the incep- 
tion of the Small Business Administration, there has been a continuing, though 
not large, demand from small firms for counsel and guidance in forming such 
production pools. SBA has assisted in the formation of three pools; the predeces- 
sor organization, the Small Defense Plants Administration, had performed 
likewise in 11 cases. The total number of pools in operation now stands at 29, 
representing a combined total of 615 companies having 29,512 employees. Their 
success in obtaining defense contracts has been somewhat less than hoped for, 
though a few have fared better than the majority. Demand for assistance in 
forming production pools is now diminishing. The small firms now operating 
as production pools frequently lack the means of furnishing accurate informa- 
tion on prime and subcontracts received. Available information, known to be 
incomplete, indicates a total of approximately $4,350,000 received in prime and 
subcontracts. 


Certificates of competency 


Certificates of competency constitute a court of appeals whereby a small firm 
still has an opportunity to obtain a Government contract after it has been low 
bidder and question as to the company’s qualifications by the contracting officer 
has caused the contract award to be withheld. The capability and credit surveys 
made by SBA in such a case determine whether a certificate of competency shall 
be issued; in those cases where the surveys indicate competence on the part of 
the small company involved, the contract award normally follows. Since 
commencing operations on August 1, 1953, SBA has received 29 applications for 
certificates of competency and has acted favorably on 9. A total of 91 cases 
were assumed by SBA from its predecessor organization, SDPA, and are now 
regularly observed for production performance by SBA along with those awarded 
by SBA itself. In addition to the benefits conferred upon small business through 
the operation of certificates of competency, there has resulted a saving to the 
Government of over $5,350,00 through the acceptance of low bids. SBA pro- 
duction specialists in the field maintain a continuous wateh on the progress of 
contracts awarded under certificates of competency and are ready at all times 
to assist in solving any production problems or difficulties that arise during the 
life of the contracts. Current applications for certificates of competency appear 
to be increasing, 

One of the Administration’s most important functions in the field of pro- 
curement is its authority to certify small-business concerns as competent with 
respect to capacity and credit, to perform specific Government contracts. These 
certificates must be accepted as conclusive by Government procurement officers. 
They benefit small firms greatly by assuring them that they will be given every 
consideration, where qualified, in the award of contracts. 

Small Business Administration policy regarding certificates of competency 
is to grant them to all applicants who have provided clear indication of their 
ability to produce the material called for in the contract under consideration, 
and to withhold them from those applicants unable to furnish satisfactory assur- 
ance as to their ability. Success in this policy depends on careful plant surveys to 
determine accurately a small company’s technical competence. A second and 
equally important element of the SBA Certificate of Competency policy consists 
of furnishing all possible production assistance to a small firm engaged in com- 
pleting a contract obtained under a certificate of competency. 


Tar amortization 


The mobilization base expansion program, offering the incentive of accelerated 
tax amortization to those businesses expanding their facilities for the production 
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of materials or service required for national defense, applies to small as well as 
large business. SBA participates actively in the program by collecting informa- 
tion from the field when requested by the Office of Defense Mobilization for use 
in processing applications for certificates of necessity filed by small firms. SBA 
also, when requested by a small firm, keeps a check on the progress of its appli- 
eation for a certificate and advises the applicant of any difficulty that may arise 
in processing the application or of any condition or circumstance during the 
processing about which the applicant should be informed. These two functions 
require continuing, close liaison with ODM and the delegate agencies, such as 
the Departments of Commerce, Agriculture, Interior, and others. The SBA 
Washington office operates through its field organization in maintaining contact 
with the small businesses involved. Through March 31, 1954, assistance has 
been rendered to 112 small firms. 
Equipment 

SBA assists small firms desiring to purchase Government-owned and institu- 
tionally-owned surplus machine tools under the cognizance of the Department of 
Health, Education, and Welfare by disseminating information through regional 
and branch offices pertaining to the sales of such equipment, and advises small 
firms how to negotiate for its acquisition. A similar operation is conducted with 
the General Services Administration in disposal by sale of surplus new “pool 
order” equipment. Similar assistance is given small businesses in connection 
with the Department of Defense surplus disposal program. Assistance is also 
given small businesses in locating used and rebuilt equipment in established 
commercial markets, and advice is given on methods of financing their purchases 
of production equipment. 
Vaterials 

Strict controls on materials ceased July 1, 1953; the present revised defense 
materials system became effective April 1, 1954. The need for assistance to 
small businesses in obtaining materials has largely passed with the appearance 
of greater supplies of formerly scarce materials, but a few isolated cases appear 
where assistance is rendered in relieving spot shortages. 
Facilities inventory 

An inventory of small business productive facilities is maintained by voluntary 
registration of small businesses in SBA regional offices. Small firms submit 
facility information and other pertinent data, enabling classification of the 
company according to the standard industrial classification. Current Govern- 
ment procurement information regularly received in the field offices is then like- 
wise classified, and the small firms in each classification are advised of those 
current procurements suitable for their facilities. The inventory is similarly 
used as a reference in locating subcontractors when prime contractors, large or 
small, call on a regional office for such assistance. Through February 28, 1954, a 
total of 19,294 small firms had registered in the facilities inventories of the 14 
SBA regional offices. 


Programs with other agencies 


Special arrangements are being made with other Federal agencies such as the 
General Services Administration, the Foreign Operations Administration, and the 
Atomic Energy Commission to bring their procurement opportunities to the 
attention of small firms through SBA field offices. 
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